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INTRODUCTION 

The  Sales  Tax  as  a  means  of  federal  revenue,  while  not 
always  a  live  issue  in  the  United  States,  nevertheless,  lurks 
in  the  background  as  a  possible  means  of  increasing  the 
government  income.    Proponents  of  various  costly  programs, 
and  measures  refer  to  the  sales  taxes  as  a  lucrative  means 
of  procuring  the  necessary  revenue.     With  the  present  policy 
of  the  National  government  to  steadily  increase  the  public 
debt  by  enlarging  the  scope  of  its  enterprises,  and  by  assum- 
ing the  support  of  the  unemployed,  the  sales  tax,  in  some 
form,  assumes  greater  importance  as  the  means  of  balancing 
the  budget,  and  maintaining  intact  the  government  credit. 
Certain  flurries  are  evident  in  the  buyers  market,  spasmodi- 
cally, as  the  sales  tax  seems  more  imminent.     The  lack  of 
enough  support,  up  to  the  present  time,  to  secure  the  passage 
of  the  bill  is  not  sufficiently  important  to  indicate  that 
the  final  vote  will  be  against  its  enactment.     Other  coun- 
tries, that  now  accept  the  sales  tax  as  an  integral  part  of 
their  fiscal  program,  showed  the  same  opposition  to  the  tax 
when  it  was  first  proposed,  but  finally  yielded  to  the  unde- 
niable pressure  of  the  combination  of  high  government  expen- 
ditures, and  inadequate  government  revenue.     With  the  policy 
of  our  government  to  spend  first  and  pay  after,  the  question 
arises:     How  long  will  it  be  before  the  United  States  accepts 
the  responsibility  of  the  payment  of  its  debts,  and  accepts 
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the  sales  tax  as  the  most  certain  way  of  this  payment? 
The  general  sales  tax  is  found  in  all  major  European  coun- 
tries, with  the  exception  of  Great  Britain.     A.  large  pro- 
portion of  the  minor  ifiuropean  countries  also  employ  it.  It 
is  found  in  Indo-China  and  the  Chinese  province  of  Shantung, 
as  well  as  in  several  Latin  American  countries.    The  only 
places  to  have  tried  and  discarded  the  tax  are  some  of  the 
smaller  countries,  namely:  Jugoslavia,  Lithuania,  Latvia, 
and  the  City  of  Danzig. 

Without  going  into  details  as  to  the  growth  of  the 
National  debt  during  recent  years,  which  will  be  discussed 
more  fully  later  in  this  paper,  it  can  be  seen,  by  refer- 
ring to  the  table  below,  that  the  National  debt  is  increas- 
ing, and  that  if  a  halt  is  to  be  called  to  this  situation, 
some  further  means  of  producing  Federal  revenue  must  be  devised. 

OUR  FISCAL  SROBLBU  AT  A  GLANCE  (1) 
Growth  of  the  Gross  federal  Debt 


March  31,  1917  (pre-war  debt)  $1,282,044,000 

August  31,  1919  (war-debt  peafc)   26,596,701,000 

December  31,  1930  (low  point   16,026,086,000 

June  30,  1931   16,801,485,000 

June  30,  1932   19,487,009,000 

June  30,  1933   22,538,672,000 

June  30,  1934   27,053,141,000 

November  1,  1934   27,188,021,000 
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"The  average  federal  interest  in  the  next  fiscal  year 
will  be  about  3.1  per  cent,  and  the  total  debt  charge  (ex- 
clusive of  sinking  fund)  will  probably  approximate  in  the 
neighborhood  of  4:961,000,000. "  (£) 

The  federal  government  has,  in  each  year  since  1932, 
shown  a  deficit  greater  than  the  preceding  year.     In  1933, 
the  deficit  was,  $2,601,652,094,  in  1934,  $3,629,631,942, 
and  for  1935,  it  is  estimated  at  #4,279,000,000.  (3) 

v     "The  estimated  state  and  local  government  debt  is  from 
$18,000,000,000  to  $20,000,000,000.     Therefore,  the  total 
government  debt  is  about  .,'46,000,000,000.    Assuming  about 
30,000,000  families  in  the  nation,  the  average  family  debt 
is  $1,533."  (4) 

This  paper  will  attempt  to  discuss  the  application  of 
the  sales  tax  in  the  United  States  as  a  means  of  providing 
further  revenue,  and  also  to  show  that  the  sales  tax  is 
logically  a  Federal,  and  not  a  state  function.     This  will  be 
done  by  a  study  of  the  sales  tax  as  it  has  developed  in  the 
more  important  ifiuropean  countries,  Canada,  and  the  Philippines. 
The  application  of  the  successful  tactics  used  elsewhere 
will  be  suggested  for  the  United  States,  and  the  possible 
difficulties  of  application  analyzed.    A  study  of  the  sales 
tax  as  levied  and  administered  in  the  various  states  will  be 
made,  with  especial  emphasis  laid  on  the  impracticability  of 
the  tax  as  a  means  of  state  revenue. 
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Exhaustive  work:  on  the  sales  tax  has  been  done  during 
the  past  few  years.     Before  that  time,  any  discussion  was 
necessarily  vague  because  of  the  lack:  of  available  material. 
While  much  had  been  written  in  other  languages,  no  trans- 
lation had  been  made,  so  that  the  ordinary  person  seeking 
information  had  only  a  few  scattered  and  scant  facts  to  help 
him.     The  papers  compiled  by  the  National  Industrial  Confer- 
ence Eoard,  both  in  their  book,  Sales  Taxes:  General,  Se- 
lective and  detail,  and  in  the  other  publication:  General 
Sales  or  Turnover  Tax,  offers  a  wide  range  of  practical  in- 
formation on  the  sales  tax,  and  also  on  its  administrative 
problem  in  the  United  States.    Alfred  G.  Buehler's  book: 
General  Sales  Taxation  is  an  exhaustive  study  of  the  history 
and  development  of  the  sales  tax,  and  is  an  invaluable  source 
of  help  for  the  student  studying  the  problem.     Daniel  Bloom- 
field  in  his  book,  Sales  Taxes:  General  and  detail,  compiles 
and  summarizes  the  more  recent  articles  on  the  subject.  Carl 
Shoup,  in  his  volume,  The  Sales  Tax  in  France  gives  an  in- 
teresting, and  understandable  account  of  the  details  of  the 
turnover  tax  in  that  country.     The  Congressional  Record  for 
the  years  1932,  and  1933,  offers  further  information,  but 
this  is  interpreted  on  a  much  more  personal  and  biased  basis 
than  that  of  the  other  works  mentioned. 


CHAPTER  I 
TH3  ESSENTIALS  OF  A  GOOD  TAX  LAV/ 

The  apathy  of  the  American  people  for  ao  many  years 
toward  the  question  of  taxes  has  changed  into  a  keen  aware- 
ness of  the  present  extent  of  taxation,  and  the  means  by 
which  government  revenue  is  being  secured.     During  periods 
of  prosperity,  the  imposition  of  taxes  is  regarded  as  a 
necessary  nuisance,  but  when  incomes  shrink,  or  entirely 
disappear,  and  taxes  increase,  the  average  citizen  shows 
a  belated  interest  in  government  expenditures  and  the  re- 
sulting taxes. 

It  is  interesting  to,  note  that  while  National  elections 
have  been  frequently  fought  with  tariff  regulations  as  a 
major  part  of  the  party  platform,  no  election  platform  has 
ever  stressed  the  type  of  internal  taxes  to  be  levied.  This 
is  the  more  amazing  when  one  stops  to  consider  the  relative- 
ly greater  importance  of  the  internal  revenue,  not  only  as  a 
more  productive  means  of  securing  government  income,  but  as 
a  greater  drain  on  the  pocket-book  of  the  average  citizen. 

It  is  difficult  to  account  for  the  steadily  mounting 
indifference  of  the  American  people  to  the  tax  problem,  when 
one  considers  the  importance  of  taxation  back  in  colonial 
days.    Probably,  the  politician,  more  than  anyone  else,  is 
responsible  for  this  condition.    As  the  United  States  grew 
in  size,  and  the  machinery  for  its  operation  expanded,  the 
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opportunity  for  corruption  and  graft  increased.    More  reve- 
nue was  needed  for  the  maintenance  of  this  authority.  Since 
the  former  attitude  of  Americans  toward  taxation  was  still 
remembered,  the  less  apparent  methods  of  taxation  were  used. 
The  ordinary  citizen,  who  paid  his  increased  taxes  without 
complaint,  and  even,  in  most  cases,  without  being  aware  of 
the  increase,  proved  to  be  fair  game  for  further  increases. 
Since  the  majority  of  voters  were  poor,  or  at  least  not  in  a 
bracket  higher  than  the  so-called  lower  middle  class,  the 
type  of  taxes  levied  were  those  that  would  apparently  fall 
upon  the  wealthy  group.    The  payment  of  the  tax  was  credited 
to  the  capitalist,  but  the  incidence  was  shifted  to  the  ul- 
timate consumer.    For  example:  The  spirits  tax,  which  was  in 
force  before  the  days  of  prohibition,  was  paid  in  large  part 
by  the  manufacturers  of  alcoholic  drinks,  but  in  turn  was  pas- 
sed on  by  them  in  the  higher  price  of  liquor.     The  man  who 
paid  for  his  drink:  had  no  idea  that  he  was  paying  a  tax  of 
twenty  per  cent  for  his  glass  of  whiskey. 

A  good  example  of  the  way  in  which  taxes  were  hidden  is 
afforded  in  the  story  quoted  by  Mr.  Charles  Norman  Pay: 

"It  reminds  me  of  an  old-time  telegrapher's  story  of  the 
early  days  of  the  Western  Union  Company,  when  it  was  noted  for 
iron-clad  treatment  of  its  employees.    A  highly  trusted  line- 
man was  sent  out  one  day  in  a  blizzard  to  repair  some  lines 
downed  by  the  storm,  where  the  Pennsylvania  xiailroad  crosses 
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the  Alleghany  Mountains.    He  fought  his  way  through  snow- 
drifts and  worked  for  several  hours  between  two  or  three 
poles;  and  when  his  job  was  done,  at  the  risk  of  his  life, 
he  could  not  find  his  overcoat,  which  he  had  had  to  throw  off 
while  climbing  among  the  cross  arms  and  wires,  and  which  had 
become  buried  by  the  driving  snow  where  he  had  tossed  it.  He 
reported  to  the  Division-Superintendent  at  Pittsburgh,  and 
asked  for  a  new  overcoat  at  company  expense.     'You  did  a 
great  job,  Jim,  and  deserve  a  new  coat  all  right' ,  was  the  re- 
ply, 'but  you  know  mighty  well  that  I  never  can  get  a  voucher 
past  the  Auditor  at  New  York.     I  am  sorry'.    The  lineman  said, 
'all  right',  and  went  his  way;  but  for  several  weeks  after 
that,  every  time  he  put  in  an  expense  voucher  he  asked  the 
Superintendent  to  look  at  it  carefully,  until  at  last  the  lat- 
ter asked  him  why  the  devil  he  was  so  particular  about  his 
vouchers.    The  lineman  answered:  'I  will  not  be  any  more, 
Sir;  this  is  the  last  one.    That  overcoat  was  in  those  vouch- 
ers, but  the  Auditor  will  never  find  it,  any  more  than  you 

could'         and  the  Auditor  never  lid.    Jim  got  his  coat  and 

the  company  paid  for  it."  (1) 

So  it  is  with  our  taxes.     The  government  gets  the  money, 
and  we  pay  the  taxes  and  don't  know  about  it. 

Before  discussing  further  our  present  tax  system,  per- 
haps a  study  of  the  principles  of  taxation  would  be  in  order. 
Adam  Smith  laid  down  four  canons  as  the  cardinal  principles 
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of  taxation.    The  first  is  Equality  of  Taxation:  that  is, 
that  the  burden  of  taxation  should  be  distributed  equally; 
each  one  paying  according  to  his  ability.    The  second  point 
stressed  is  the  Certainty  of  Taxation:  that  is,  the  tax 
would  not  vary  according  to  the  vagaries  of  the  assessor, 
but  would  be  constant.     The  third  essential  is  the  Conven- 
ience for  the  Taxpayer  both  as  to  the  time  of  payment,  and 

as  to  its  manner.    The  final  requirement  of  a  good  tax  sys- 
tem is  the  Economy  of  Taxation.     This,  not  only  bears  on  the 
economy  of  administration,  but  more  to  the  economical  effects 
of  the  tax.    No  tax  should  be  levied  that  would  be  detri- 
mental to  business  as  a  whole,  "not  costing  the  people  ma- 
terially more  by  its  reaction  on  trade  than  it  yields  to  the 
government  in  revenue."  (2) 

According  to  Mr.  Fay,  this  doctrine  should  be  expanded 
to  included  two  more  points:     He  terms  his  first  recommendation, 
Universality.    Since,  argues  Mr.  Fay,  every  one  has  the  right 
to  vote  (granted  certain  qualifications)  therefore,  everyone 
should  share  in  the  expense  of  the  government  they  are  es- 
tablishing.   At  present,  the  only  share  that  the  very  poor 
have  in  government  support  is  that  of  military  service  dur- 
ing time  of  war.     He  claims  that  his  idea  of  Universality  is 
only  that  of  Equality,  advocated  by  Mr.  Adams,  carried  one 
step  further.    As  a  second  addition  to  Mr.  Adams'  list,  Mr. 
Pay  proposed  that  expenditure  should  be  the  basis  of  taxation. 
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for  that  shows  the  extent  to  which  we  participate  in  govern- 
ment benefits     It  is  his  contention  that  what  is  earned  is 
not  enjoyed  until  it  is  spent.     Savings  from  wages  become 
capital,  which,  when  invested,  offers  further  means  of  em- 
ployment for  labor.     Those  employed  are  getting  an  immediate 
benefit  from  the  thrift  exercised  by  the  investor.    He,  him- 
self, cannot  benefit  unless  he  calls  his  money  from  produc- 
tive purposes  to  be  used  as  purchasing  power.     This,  being 
the  case,  upon  whom  should  the  tax  fall?    Mr.  Fay  answers 
this  as  follows:     "Indeed  it  is  altogether  stupid  to  tax  a 
man  on  what  he  saves  but  does  not  enjoy.     That  is  to  penal- 
ize thrift;  the  most  thrifty  thus  paying  the  greatest  taxes, 
though  they  contribute  least  to  cost  of  government,  and  most 
to  the  common  welfare.     Thinking  Americans  must  recognize 
that  thrift,  though  perfectly  selfish  in  its  purpose,  is  in 
practice  first  beneficial  to  the  community,  and  only  later 
to  the  thrifty  man  himself  namely,  when  he  spends."  (3) 

lfr«  t?ay  is  the  most  ardent  supporter  of  the  sales  tax 
as  a  cure-all  for  every  maladjustment  of  existing  tax  meas- 
ures.    He  even  believes  that  a  well-regulated  sales  tax  will 
make  unnecessary  any  tariff  regulations  which  are  levied  to 
produce  Federal  revenue.  (4) 

Mr.  Andrew  Mellon,  in  his  book  on  taxation,  covers  mueh 
the  same  ground  as  fir.  Adams  does,  in  determining  the  prin- 
ciples of  taxation.     He  has  three  major  points,  namely:  The 
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tax  policy  must  produce  sufficient  revenue.     Secondly:  It 
must  lift  the  burden  of  taxation  from  those  least  able  to 
bear  it.     Thirdly:  It  must  aid  in  the  steady  development  of 
business  and  industry.    As  a  fourth  point,  Mr.  Mellon  stresses 
the  need  of  foresight  and  vision  in  any  tax  measure.  The 
tax  must  not  only  be  effective  for  a  few  years,  but  prove  to 
aid  prosperity  over  a  long  period  of  time.     The  thwarting 
tendencies  in  existing  tax  laws  are  noted,  Mr.  Mellon  saying 
at  one  point,  "Any  man  of  energy  and  initiative  in  this  coun- 
try can  get  what  he  wants  out  of  life.     But  when  that  initi- 
ative is  crippled  by  legislation  or  by  a  tax  system  which  de- 
nies him  the  right  to  receive  a  reasonable  share  of  his  earn- 
ings, then  he  will  no  longer  exert  himself  and  the  country 
will  be  deprived  of  the  energy  on  which  its  continued  great- 
ness depends."  (5) 

Again,  "The  high  rates  inevitably  put  pressure  upon  the 
taxpayer  to  withdraw  his  capital  from  productive  business 
and  invest  it  in  tax-exempt  securities  or  to  find  other  law- 
ful methods  of  avoiding  the  realization  of  taxable  income. 
The  result  is  that  the  sources  of  taxation  are  drying  up; 
wealth  is  failing  to  carry  its  share  of  the  tax  burden;  and 
capital  is  being  diverted  into  channels  which  yield  neither 
revenue  to  the  government  nor  profit  to  the  people."  (6) 

riven  a  good  tax  can  be  carried  to  excess;  this  is  true 
of  the  surtaxes  that  we  have  now  in  the  United  States.  There 
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is  a  point  of  highest  efficiency  for  every  tax;  beyond  that 
point,  diminishing  returns  are  seen.    More  important  than 
the  decrease  in  government  revenue,  due  to  extremely  high 
surtaxes,  is  the  decrease  in  the  development  and  prosperity 
of  the  country.    All  individual  enterprise  is  being  destroy- 
ed.    If  the  individual  is  successful  in  his  venturo,  the 
government  takes  an  unfair  share  of  the  profits;  if  the  ven- 
ture is  unsuccessful,  the  individual  bears  the  entire  loss. (7) 

Mr.  Mellon  claims  that  the  present  tax  system  of  the 
United  States,  referring  in  particular  to  the  income  tax, 
violates  two  of  the  cardinal  principles  of  Mr.  Adams.     In  the 
first  place,  production  is  taxed  rather  than  income.     The  man 
of  acquired  wealth  can  completely,  or  almost  completely,  es- 
cape the  tax  burden  by  investing  his  money  in  tax-exempt  se- 
curities, but  the  man  whose  money  is  engaged  in  the  employ- 
ment of  other  men,  must  bear  a  heavy  burden.     Secondly:  Not 
only  is  the  tax  unfair  to  the  man  paying  it,  but  it  is  de- 
structive to  the  economic  life  of  the  country,  as  the  ten- 
dency is  against  all  types  of  production  during  a  period  of 
such  heavy  taxation  of  incomes.     It  violates  the  principle  of 
Equality;  the  tax  should  be  an  equal  burden.     The  need  now 
is  to  secure  other  sources  for  government  revenue  and  to 
spare  those  that  destroy  our  economic  prosperity.  Certain 
overtaxed  individuals  would  gain  by  this,  but  that  is  inci- 
dental, and  not  the  chief  objective.     Even  in  the  case  of 
extreme  accumulated  wealth,  excessive  taxes  are  not  justi- 
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fied  merely  for  the  reason  that  the  fortunate  person  seeras 
to  have  more  money  than  he  needs.    As  Mr.  Mellon  argues:  "Any 
policy  that  deliberately  destroys  accumulated  capital  under 
the  spur  of  no  necessity  is  striking  directly  at  the  sound- 
ness of  our  financial  structure  and  is  full  of  menace  for  the 
future."  (8)    Accumulated  capital,  invested  in  productive 
lines,  provides  the  chief  source  of  employment.     If  capital 
is  overtaxed,  the  everday  laborer  is  the  sufferer. 

Here  in  the  United  States  all  development  has  been  the 
result  of  individual  initiative.    Any  tax  laws  that  would 
undermine  that  initiative  are  destructive  to  the  general 
welfare  of  the  country.     To  quote  again  from  Mr.  Mellon: 

"More  and  more  the  business  adventure  becomes  too  hazard- 
ous and  the  high  spirit  of  initiative  disappears  in  dis- 
couragement.   An  economic  system  which  permits  wealth  in  ex- 
istence to  escape  its  share  in  the  expense  of  the  govern- 
ment, and  wealth  in  creation  to  be  penalized  until  the  cre- 
ative spirit  is  destroyed,  cannot  be  the  right  system  for 
America."  (9) 

One  last  essential  of  a  good  tax  law  must  be  considered. 
Is  the  tax  sufficiently  elastic?    That  is,  can  the  rate  of 
taxation  be  increased  during  times  of  unusually  heavy  govern- 
ment expenditures,  and  can  it  in  turn  be  reduced  when  there 
is  a  surplus  of  revenue  over  expenditures.     The  tax  should 
be  sufficiently  flexible  to  fit  into  the  changing  conditions 
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of  government.     Certain  taxes,  such  as  income  and  corporate 
profits  taxes,  are  effective  only  up  to  a  certain  point.  Be 
yond  that  point,  even  with  increasing  rates,  the  government 
revenue  decreases. 

In  studying  the  application  of  the  sales  tax  to  our 
government,  certain  requisites  must  be  considered,  namely: 
equality,  certainty,  convenience  for  taxpayer,  economy, 
lucrativeness  and  elasticity. 
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CHAPTER  II 

DEFINITIONS  OP  VARIOUS  TYPES  OF  SALES  TAXES 

Before  going  further  in  the  discussion  of  the  sales  tax, 
it  is  necessary  to  know  exactly  what  is  meant  by  the  terms 
used.     Since  the  definition  of  the  types  of  taxes  vary 
slightly,  according  to  the  tax  administration,  the  defini- 
tions found  below  will  apply  to  the  taxes  as  discussed  in 
this  study.    A  comprehensive  and  exact  definition  of  the  Gen- 
eral Sales  Tax  is  quoted  from  that  great  authority  on  sales 
taxes,  Alfred  G.  Buehler:     "The  so-called  'general  sales  tax' 
is  a  tax  imposed  upon  the  sales  of  numerous  commodities  and 
the  use  of  personal  service  at  more  or  less  uniform  rates. 
It  may  be  laid  upon  total  business  turnover,  as  in  J'rance, 
where  it  is  called  a  turnover  tax;  or  it  may  be  laid  upon 
individual  transactions,  as  in  Belgium,  where  it  is  called  a 
transfer  or  transaction  tax.     The  general  sales  tax  is  fre- 
quently described  as  a  general  consumption  tax  because  it  is 
commonly  supposed  to  be  paid  by  consumers  in  the  form  of 
higher  prices  for  their  purchases."  (1) 

The  general  sales  tax  may  be  said  to  be  synonomous  with 
consumption  and  general  turnover  taxes.     The  term  consump- 
tion refers  to  the  sales  transaction  rather  than  to  the  con- 
sumption of  goods. 

Occasionally,  the  two  terms,  consumption  tax,  and  sumptu- 
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ary  tax  are  confused.     The  consumption  tax  is  defined  above. 
The  sumptuary  tax  is  levied  upon  certain  harmful  commodi- 
ties for  regulatory  purposes,  such  as  drugs  or  cigarettes. 

Production,  extraction,  or  severance  taxes  are  the 
various  names  given  to  the  tax  levied  at  the  place  where  the 
article  taxed  is  produced.     Taxes  on  coal,  uncut  gems,  or 
oil  would  be  typical. 

The  selective  sales  taxes  or  excises  are  "imposed  on 
articles  of  general  consumption  that  enjoy  an  inelastic  de- 
mand and  the  taxation  of  which,  therefore,  will  yield  large 
revenues."  (2)     The  purpose  of  these  taxes  is  to  distribute 
the  tax  burden  more  equally  by  reaching  certain  classes  not 
sufficiently  taxed  by  other  methods.     Leading  economists 
everywhere  favor  selective  taxes,  and  such  taxes  are  an  ac- 
cepted part  of  most  fiscal  systems.     Selective  taxes  may  take 
the  form  of  luxury  taxes.     The  rates  of  taxation  are  fre- 
quently classified  according  to  the  price  of  the  article. 
Among  the  articles  bearing  selective  taxes,  we  find  expensive 
clothing,  club  dues,  and  theatre  tickets. 

Certain  terms  appear  in  with  the  discussion  of  the  sales 
tax,  and  a  clear  knowledge  of  these  distinctions  is  necessary: 
"A  special  assessment  is  a  levy  to  defray  the  cost  of  a  par- 
ticular public  improvement  and  is  theoretically  in  proportion 
to,  but  never  in  excess  of  the  resulting  benefit  accruing  to 
the  property  against  which  it  is  levied."  (3) 
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The  peculiar  feature  of  the  fee  can  be  best  understood  by 
quoting  the  following:     "The  payment  of  the  fee  legalizes 
some  action  or  procures  the  protection  of  the  government  in 
some  definite  manner.     The  payment  of  the  fee  is  only  com- 
pulsory in  the  sense  that  if  an  individual  wants  legally  to 
enjoy  the  service  offered  by  the  government  upon  the  pay- 
ment of  a  fee,  he  must  mate  payment."  (4) 

A  license  is  a  document  granting  permission  to  enjoy 
the  service  for  which  the  fee  was  paid. 

A  manufacturers'  sales  tax  is  a  tax  levied  on  a  finish- 
ed product  at  wholesale  rather  than  at  retail.     The  number 
of  manufacturers  being  obviously  less  than  that  of  retailers, 
the  administration  of  this  tax  is  greatly  simplified. 

The  retail  sales  tax,  or  business  tax,  as  it  is  some- 
times called,  has  no  limited  definition.     The  tax  base  varies 
as  the  need  for  revenue  varies.     To  quote  from  Mr .  Buehler: 

"Total  business  receipts  may  be  taxed,  as  in  France,  or 
individual  transactions  may  be  taxed,  as  in  Belgium  and  Italy. 
Sales  of  commodities  and  services  may  be  taxed,  as  in  Hungary, 
or  only  salea  of  commodities,  as  in  Italy.    All  incidental 
sales  may  be  taxed,  as  in  Belgium  and  iluraania,  or  only  in- 
cidental sales  for  profit,  as  in  France,  or  incidental  sales 
may  be  exempted  by  taxing  only  regular  and  continuous  bus- 
iness activity,  as  in  Germany."  (5) 
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CHAPTER  III 
HISTORY  OS1  THIS  SALES  TAX  UP  TO  MODERN  TIMES 

7he  sales  tax,  as  a  means  of  producing  government  rev- 
enue, is  as  old  as  history  itself.  The  application  and  de- 
tails of  the  tax  have  varied,  but  the  general  principle  has 
been  the  same. 

In  ancient  Greece  we  find  a  market  transfer  tax  impos- 
ed on  the  sale  or  exchange  of  goods  at  the  fairs.  Since 
practically  all  sales  were  carried  on  there,  the  result  was 
a  retail  sales  tax.  (1)     In  Rome,  we  find  Emperor  Augustus 
in  9  A.D.,  resorting  to  a  one  per  cent  turnover  tax  for  the 
purpose  of  supporting  the  state  armies.     Later,  under  Ti- 
berius, this  tax  was  cut  in  half.     Succeeding  emperors  found 
it  necessary  to  restore  the  tax  to  the  original  one  per  cent 
and  still  later,  to  raise  it  to  two  per  cent.  (2)  The  sales 
tax,  then,  was  no  novelty  to  the  ancient  Greeks  and  Romans. 

Similar  taxes  were  found  during  the  Eight  to  the 
Twelfth  centuries.     Certain  persons,  and  certain  types  of 
goods  were  exempted,  the  reason  for  the  exception  being  one 
of  favoritism  rather  than  logic.    Payment  was  made,  both  in 
coin  and  in  kind,  at  the  time  of  the  sale,  the  fairs  still 
affording  the  chief  opportunity  for  the  exchange  of  goods. (3) 

After  the  Twelfth  century,  we  find  in  the  jVench,  Ger- 
man, Flemish,  and  Spanish  commercial  cities  the  turnover  tax 
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in  use.     Specific  taxes  were  also  levied  on  individuals  and 
commodities.    An  arrangement  was  usually  made  whereby  the 
revenue  was  divided  between  the  city  treasuries  and  feudal 
overlords .  (4 ) 

In  France,  with  the  development  of  the  commercial  cit- 
ies, and  a  gradual  development  of  state  power,  there  arose 
the  need  of  maintaining  this  power.    The  sales  tax  served 
once  more  as  the  obvious  and  convenient  way  of  securing  fin- 
ancial support.     In  1292,  a  tax  on  all  sales  and  purchases 
of  five-twelfths  of  one  per  cent  was  levied.     Small  sales  and 
food-stuffs  were  exempted.     During  the  reign  of  Philip  the 
Pair,  the  rate  was  steadily  increased,  until  in  1314,  it  had 
reached  two  and  a  half  per  cent.     The  people  found  this  rate 
to  be  such  a  burden  that  some  of  the  more  prosperous  j'rench 
commercial  towns  bought  themselves  free  from  further  tax- 
ation by  paying  a  lump  sum.    After  Philip's  death,  the  rate 
was  lowered  and  the  number  of  exemptions  increased.  Final- 
ly, the  tax  was  completely  abolished  as  a  means  of  raising 
revenue  for  national  purposes.     The  various  provinces  still 
used  the  tax,  the  rate  varying  greatly.     In  Paris,  in  1386, 
a  sales  tax  of  seven  and  a  half  per  cent  was  in  effect. 
Later,  during  the  Middle  Ages,  a  National  turnover  tax  of 
five  per  cent  was  again  imposed,  lasting  from  1640,  to  1643, 
when  it  was  repealed.  (6) 

The  Spanish  Alcabala  has  become  an  example  of  the  sales 
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tax  in  its  worst  form.     The  same  spirit  of  extortion  that 
Spain  showed  toward  her  colonies  was  evidenoed  in  the  se- 
verity of  the  sales  tax  imposed.     In  134£,  the  king  of  Cas- 
tile imposed  a  five  per  cent  turnover  tax.    As  expenses  and 
luxuries  of  the  court  increased,  the  five  per  cent  rate  be- 
came twenty  per  cent.     This  rate  pauperized  the  Spanish 
people  from  the  years  1576,  to  1584.    Due  to  better  organ- 
ization among  the  people,  and  a  mounting  resentment  against 
the  tax  burden,  the  rate  was  reduced  to  ten  per  cent  in 
1584.    A  general  tax  reform  was  executed  in  1785,  when  a 
sales  tax  of  two  per  cent  was  passed.     This  tax  was  on  the 
first  sale  only.     The  Spanish  power  being  weak  at  this  tire, 
the  administration  of  the  new  tax  collapsed  completely.  (6) 

In  Germany,  the  sales  tax  is  of  much  more  recent 
origin.     In  1863,  the  free  city  of  Bremen,  levied  a  five- 
twelfths  per  cent  tax  on  sales.     The  merchants  of  this  city, 
who  had  to  meet  competition  with  other  German  cities  free  of 
this  tax,  marshalled  sufficient  opposition  to  bring  about 
its  repeal  in  1884.  (7) 

Ancient  and  Medieval  applications  of  the  sales  tax 
were  unjust,  but  that  was  true  of  all  taxes  of  those  times. 
A  study  of  the  sales  tax  in  European  countries  in  modern 
times  will  show  the  tax  in  a  more  favorable  light. 


CHAPTER  IV 

HISTORY  OF  THE  SALSS  TAX  IN  THE  UNITED  STATES 

Although  the  National  government  has  never  imposed  a 
sales  tax,  an  examination  of  the  reactions  of  the  country  at 
the  times  when  such  a  tax  has  been  under  discussion  is  -valu- 
able.    Objections  to  the  imposition  of  the  new  income  tax, 
and  the  heavy  excise  taxes,  levied  for  the  conduct  of  the 
Civil  War,  led  to  the  demand  for  a  general  sales  tax  in 
1861.     Business  and  manufacturing  interests  favored  the  tax, 
but  both  the  House  of  Representatives  arid  the  Senate  re- 
jected it.     The  sales  tax  movement  gained  strength  when  the 
Commissioner  of  Internal  Revenue  advocated  a  temporary  sales 
tax  during  the  Civil  Jar.  (1) 

Buehler  classifies  the  arguments  advanced  at  that  time 
as  follows:     "(a)  Tax  collections  would  be  easy  because  of 
a  flat  uniform  rate,     (b)  A  general  sales  tax  would  treat 
foreign  and  domestic  goods  alike  and  would  create  no  discri- 
minating distinctions,  (c)  If  the  general  sales  tax  should 
operate  to  remove  middlemen  in  the  marketing  of  goods,  the 
nation  would  benefit  in  lower  prices  from  the  more  direct 
marketing,     (d)  The  tax  would  assure  a  large  and  certain 
stream  of  revenue,     (e)  It  would  bear  equitably  upon  consum- 
ers because,  as  a  proportional  tax  at  a  flat  rate,  it  would 
be  just  and  fair,     (f )  Business  would  suffer  no  inconvenience 


from  the  light  and  simple  general  sales  tax. 

"The  forces  opposing  the  general  sales  tax  in  Congress 
attacked  it  for  diverse  reasons,     (a)  Previous  general  sales 
taxes,  like  the  Spanish  Alcabala,  had  been  iniquitous  and 
disastrous  in  their  burdens  upon  commerce,  industry,  and 
consumers,     (b)  A  general  sales  tax  would  seriously  retard 
the  ebb  and  flow  of  American  industry.     (c)  Such  a  tax  would 
artificially  eliminate  middlemen  by  encouraging  direct  mar- 
keting to  consumers  and  would  thereby  dangerously  undermine 
the  distributing  system.     (d)  A  general  sales  tax  would  be 
impracticable  in  administration  because  of  ths  inadequate  re 
cords  kept  by  most  business  establishments,     (e)  It  would 
be  impossible  to  satisfactorily  define  sales  for  purposes  of 
taxation."  (2) 

The  influence  of  the  voting  power  of  the  masses  who 
opposed  the  measure  secured  its  defeat.     In  place  of  the 
proposed  measure,  consumption  taxes  were  passed.     i^hese  were 
in  turn,  both  praised  and  blamed.     Those  favoring  the  sales 
tax  pointed  to  the  large  revenue  effected  by  the  tax;  those 
opposing  it  claimed  it  to  be  unequal,  inconvenient  for  col- 
lecting, and  uncertain  as  to  amount. 

From  the  Civil  War  period  to  the  time  of  the  World  War, 
our  revenue  was  derived  chiefly  from  customs  and  excises. 
Our  entrance  into  the  war  necessitated  increasing  govern- 
ment revenue  for  the  conduct  of  the  war.     The  tax  program 
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designed  at  this  time  was  hasty,  and  the  details  for  its  ad- 
ministration given  scant  attention.     The  War  Revenue  Act  of 
1917,  increased  the  rates  of  income  taxes,  both  for  persons 
and  for  corporations,  and  also  heavily  taxed  the  consumption 
of  luxuries. (3)    From  the  time  of  the  passage  of  that  act,  can 
he  dated  the  beginning  of  the  modem  movement  for  a  general 
sales  tax  in  the  United  States.    When  the  time  came  for  the 
revision  of  the  Revenue  Act  of  1917,  the  business  interests 
had  already  made  the  country  aware  of  the  merits  of  the 
sales  tax  through  a  definite  publicity  program  with  that  end 
in  view.     The  corporations  favored  the  sales  tax  as  a  means 
of  relief  from  the  excess  profits  tax,  the  manufacturers  of 
certain  luxuries  claimed  unfair  discrimination  in  the  luxury 
taxes  and  the  wealthy  complained  of  unfair  demands  upon  their 
wealth.    All  efforts  to  secure  the  passage  of  the  bill  prov- 
ed futile,  and  the  proposal  was  defeated  in  1921.    When  the 
advocates  of  the  Soldiers'  Bonus  united  with  the  business 
interests  in  trying  to  secure  the  passage  of  the  bill  as  a 
means  of  paying  the  Bonus  in  1922,  defeat  was  met  again. (4) 

The  opponents  of  the  tax  measures  of  1921,  and  1922, 
presented  similar  arguments  to  those  opposing  the  sales  tax- 
es back:  in  1861,  and  1866.     2he  arguments  in  brief  were: 
First,  that  by  revising  some  of  the  provisions  of  existing 
tax  measures  and  by  securing  better  enforcement  of  the  same, 
sufficient  government  revenue  could  be  secured  without  re- 


course  to  the  sales  tax.     Second,  the  mere  fact  of  the 
previous  adoption  of  other  means  of  taxation  argued  in 
favor  of  its  greater  desirability.     If  the  sales  tax  were 
so  good,  argued  its  opponents,  why  hadn't  it  been  adopted 
long  before?    Third,  a  sales  tax  would  cause  injustice  in 
its  operation  and  be  regressive  in  theory  of  taxation,  the 
wealthy  paying  a  small  per  cent  of  the  tax  when  compared 
with  their  total  income,  and  the  poor  a  large  per  cent. 
Fourth,  the  sales  tax  was  considered  unsettling  to  business. 
A  long  period  of  adjustment  would  be  necessary  for  its 
smooth  operation.     During  such  a  period,  some  concerns  would 
be  able  to  pass  on  the  tax  and  others  wou]d  only  "pass  out".( 

The  two  main  objectives  of  the  advocates  of  the  tax 
were:  first,  to  distribute  the  tax  burden  so  that  the 
wealthy  would  not  be  the  only  ones  to  contribute  to  the  gov- 
ernment support;  and  secondly,  to  develop  a  tax  system  not 
so  difficult  to  administer,  nor  as  easy  to  evade,  as  the 
existing  income  and  excess  profits  taxes.  (6) 

Sot  about  ten  years  the  sales  tax  remained  in  the  back- 
ground.    In  the  meantime,  about  thirty  nations  had  adopted 
the  sales  tax  in  some  one  of  its  many  forms,  and  several 
states,  notably  West  Virginia,  had  made  use  of  the  tax. 
While  the  sales  tax  was  admittedly  notorious  during  ancient 
and  medieval  times,  the  same  was  true  of  all  other  forms  of 
taxation  of  that  period,  and  should  have  no  significance  in 
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modern  times.     ?he  example  and  success  of  the  European 
countries  in  resorting  to  the  sales  tax  influenced  the 
American  taxpayers  to  the  extent  that  in  1932,  a  manufac- 
turers' sales  tax  was  proposed. 

IJanufacturers '  Sales  lax  of  1932 
The  general  purpose  of  this  tax  was  to  levy  the  tax  on 
the  finished  product.    Senator  David  I.  Walsh  said  in  regard 
to  this  tax: 

"The  manufacturers'  excise  tax  proposal  is  to  levy  the 
tax  once,  upon  the  article  in  its  finished  state,  but  at  its 
wholesale  selling  price,  not  at  the  retail  price.     It  is 
quite  true  that  this  tax  falls  upon  the  consumer  to  pay, 
and  is  therefore  a  tax  upon  consumption.    But  that  is  true 
of  many  of  the  special  excise  taxes  which  have  been  adopted. 
The  principle  is  the  same.     In  the  final  analysis  it  is  a 
question  of  whether  the  consumer  shall  pay  a  high  tax  upon 
certain  articles  which  he  purchases,  or  a  very  low  tax  on  a 
large  percentage  of  his  purchases.     I  say  a  large  percentage 
of  his  purchases  rather  than  on  all  his  purchases,  because 
we  are  proposing  to  exempt  from  any  tax  all  food  and  all 
clothing,  save  high-priced  shoes,  suits,  overcoats,  and  dress 
e8,  which  are  not  to  be  exempted  and  which  are  to  bear  their 
share  of  the  tax,  as  they  should  do,  because  they  are  pur- 
chased only  by  the  well  to  do."  (8) 

With  falling  revenues  and  rising  expenses,  one  of  three 
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results  was  inevitable;  either  existing  taxes  would  become 
unbearably  heavy,  new  taxes  would  have  to  be  devised  or  the 
budget  would  not  be  balanced.     Because  of  the  need  of  bal- 
ancing the  budget,  the  Treasury  department,  for  the  first 
time  in  its  history,  favored  a  measure  of  this  kind.     In  re- 
ferring to  the  proposed  Manufacturers'  Sales  Tax,  the  Secre- 
tary of  the  Treasury  said: 

"We  have  studied  the  limited  manufacturers'  or  produc- 
ers' sales  tax,  which  is  being  administered  with  a  fair  de- 
gree of  success  in  Canada. 

"With  some  200,000  manufacturing  establishments  in  the 
United  States,  our  much  more  extensive  and  complicated  in- 
dustrial mechanism,  our  tendency  to  set  out  administrative 
procedure  with  almost  meticulous  accuracy  in  our  statutes, 
and  our  reluctance  to  grant  administrative  discretion  or 
authority  to  administrative  officers  to  make  final  decisions, 
it  is  extremely  doubtful  whether  the  Canadian  sales  tax 
would  meet  with  the  success  in  our  country  that  it  has  across 
the  border."  (9) 

In  view  of  the  success  E*ranklin  D.  Roosevelt  has  since 
had  in  charming  the  American  people  to  delegate  authority 
to  him,  the  Treasury's  doubts  seem  to  have  been  needless. 

Later  in  the  year.  Secretary  Mills  stated  in  a  letter 
to  the  Honorable  Charles  R.  Crisp,  Acting  Chairman,  Committee 
on  Way 8  and  Means : 
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"It  may  be  stated  in  response  to  inquiries  of  the  Com- 
mittee that  should  the  Committee  decide  to  substitute  a 
general  manufacturers'  sales  tax  for  the  system  of  selected 
sales  taxes,  it  is  the  opinion  of  the  Treasury  that  it  would 
be  possible  to  administer  such  a  tax  provided  there  would 
be  substantially  no  exemptions,  adequate  administrative  au- 
thority would  be  granted,  and  the  rates  would  be  kept  at  a 
very  low  point,  say  two  per  cent.    The  yield  of  such  a  mea- 
sure would  depend  upon  its  precise  form.     If  constructed  so 
as  to  provide  for  a  single  and  not  a  pyramided  levy,  sub- 
stantially without  exemptions,  the  tax  might  yield  about 
$600,000,000."  (10) 

The  intended  rate  was  to  be  2.25  per  cent,  and  the  tax 
was  to  be  levied  on  all  commodities.    Some  exemptions  were 
included  in  the  original  bill,  but  more  were  demanded  as 
the  bill  was  discussed  in  Congress.     The  exemptions  included 
in  the  original  bill  dealt  chiefly  with  foodstuffs,  some 
publications  including  braille,  and  religious  articles.  The 
tax  would  apply  to  imports,  thus  raising  our  high  protective 
tariff  still  higher,  but  would  not  apply  to  exports. 

Definite  provisions  for  the  administration  of  the  law 
were  laid  down.    Aside  from  the  merely  technical  routine, 
were  included  some  items  of  expecial  interest  and  benefit  to 
the  manufacturer.  '  To  quote  from  Mr.  Buehler  in  this  con- 
nection: 
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'Vrom  the  point  of  view  of  sales  tax  administration, 
the  most  interesting  feature  of  the  proposed  manufacturers* 
sales  tax  bill  is  the  provision  for  agreements  between  the 
Commissioner  and  taxpayers  regarding  both  tax  liability  and 
the  basis  or  method  of  computing  such  liability  for  any 
period  of  time,  past  or  future,  specified  in  the  agreement. 
The  bill  would  enable  manufacturers  to  depend  on  adminis- 
trative regulations,  rulings,  and  decisions  by  providing 
that  their  reversal  should  not  have  retroactive  effect. 
Therefore,  taxpayers  could  take  advantage  of  favorable  ad- 
ministrative rulings,  but  would  not  be  obliged  to  pay  in- 
creased taxes  because  of  unfavorable  retroactive  rulings ."( 11 ) 

In  spite  of  the  need  for  increased  revenue,  and  in 
spite  of  the  fact  that  it  had  been  drawn  up  by  a  committee 
under  Democratic  leadership,  if  not  control,  it  was  hailed 
by  the  Democrats  as  a  Republican  measure  to  "soak  the  poor." 
The  opposition  said:     ?irst,  it  was  a  tax  on  consumption  at 
a  time  when  consumption  should  be  encouraged,  not  stifled; 
Second,  that  it  would  increase  the  already  high  tariffs; 
Third,  that  it  would  be  a  tax  principally  injurious  to  the 
poor;  fourth;  that  it  encroached  on  the  taxing  territory  of 
the  states;  tf'ifth,  that  it  was  a  iiuropean  rather  than  an 
American  tax  in  principle;  Sixth,  that  it  would  lead  to 
government  extravagance.  (12) 

The  defenders  of  the  measure  claim:    i'irst,  it  is  the 
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only  way  left  to  balance  the  budget,  the  old  ways  of  tax- 
ing wealth  having  been  carried  to  their  limit;  Second,  that 
the  tax  is  equitable  and  the  rate  so  low  that  the  burden 
would  not  be  excessive;  Third,  that  the  tax  is  indirect  in 
that  the  manufacturer  will  eventually  shift  it;  fourth, 
that  the  tax  has  worked  successfully  elsewhere,  and  is  a 
great  revenue  producer.  (13) 

When  the  manufacturers'  sales  tax  was  reported  to  the 
House  as  part  of  the  revenue  bill,  the  attack:  upon  it  was 
immediate  and  bitter.     The  vote  on  March  24,  to  remove  the 
measure  from  the  revenue  bill  was  223  to  153.    An  attempt  to 
restore  the  tax  was  defeated  by  a  vote  of  236  to  160,  on 
April  1.     Thus,  for  the  third  time  in  our  history,  the  House 
defeated  a  sales  tax.     The  Committee  on  ^ays  and  Means  had 
favored  the  measure  24  to  1,  the  Secretary  of  the  'Treasury 
urged  its  passage,  but,  nevertheless,  the  bill  met  defeat. 
The  bitterness  of  the  feeling  against  the  tax  may  be  seen  in 
the  following  editorial,  which,  tho  long,  is  an  excellent 
example  of  the  attitude  of  those  who  successfully  opposed 
the  bill.  (14) 

"referring  to  the  two  and  one-quarter  manufacturers' 
sales  tax,  Mr.  Mills  expressed  the  belief  that  it  is  so  low 
that  practically  no  one  will  feel  it. 

"rfiither  Mr.  Mills  never  conducted  a  manufacturing  op- 
eration and  employed  labor,  or  his  path  has  been  an  un- 
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usually  rosy  one.     Instead  of  e  two  and  one-quarter  sales 
tax  being  negligible,  it  is  more  accurate  to  say  that  it 
approaches  confiscation.     If  Mr.  Mills  will  take  a  day  off 
and  study  the  income  tax  returns  that  will  be  piling  into 
the  Internal  Revenue  offices  during  this  week:,  he  will  find 
that  the  large  majority  of  the  manufacturers  of  the  United 
States  did  not  earn,  in  1931,  a  profit  of  five  per  cent  on 
their  sales. 

"He  will  find  that  a  very  large  percentage  earned  no 
profit. 

"TIe  will  find  that  the  average  profit  of  a  highly  suc- 
cessful manufacturer  is  barely  ten  per  cent  of  the  volume  of 
sales . 

"A  proposal,  under  these  conditions,  to  exact  a  two  and 
one-quarter  per  cent  tax  means,  in  short,  a  special  revenue 
tax  of  the  most  prosperous  of  twenty-two  and  one-quarter  per 
cent  of  their  profits,  and  on  many  more,  the  loading  of  an 
extra  burden  on  heavy  losses  already  incurred. 

".'manufacturers  in  the  United  States  to-day  pay  an  eleven 
per  cent  income  tax.    Add  to  that,  in  the  case  of  the  most 
prosperous  twenty-two  to  twenty-five  per  cent  more,  and  we 
have  approximately  a  thirty-five  per  cent  tax  imposed  on  man- 
ufacturing industries.     The  manufacturing  of  the  country  is 
the  basis  of  the  country's  prosperity.    The  men  who  work:  in 
the  mills  and  factories  and  produce,  create  the  market  for 
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the  American  farmer.     rhe  factories  employ  more  than  half  of 
our  working  population.     To  put  a  tax  burden  upon  these  in- 
dustries ranging  from  thirty-five  per  cent  of  the  income  to 
one  hundred  per  cent  of  the  income,  would  be  to  create  the 
greatest  burden  to  the  return  of  national  prosperity."  (15) 
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CHAPTER  V 
SAliSS  TAX 3S  0?  0THJ3R  COUNTRIES 

Germany:  Germany  was  the  last  country  to  turn  to  the 
sales  tax  in  medieval  times  and  the  first  to  resort  to  it  in 
modern  times.     In  1916,  she  levied  a  commodity  transfer  tax 
of  0.1  per  cent.     The  tax  was  levied  to  secure  additional 
revenue  for  the  conduct  of  the  war.     J?he  transfer  of  landed 
property  and  of  services  were  not  taxed;  otherwise,  there 
were  no  exemptions.     In  1918,  a  general  turnover  tax  of  0.5 
per  cent  was  made  on  all  services  and  the  transfer  o^'  commod- 
ities.    Special  taxes  were  levied  on  luxuries. (1)    The  base 
of  the  general  turnover  tax  can  be  best  understood  by  quoting 
from^he  report  of  the  National  Industrial  Conference:  "The 
elements  of  this  concept  of  taxable  business  activity  were 
fa)  a  continuing  legal  business  or  industrial  activity  (thus 
excluding  incidental  sales  by  individuals),   (b)  conducted  for 
profit  (thus  excluding  the  distribution  of  commodities  or  the 
performance  of  services  at  cost  or  less  than  cost  by  chari- 
table organizations);   (c)  of  an  independent  character  (thus 
excluding  the  services  of  employees  working  for  wages  or  sal- 
aries),  and  (d)  not  appertaining  to  the  liberal  prof essions . "( 2 ) 

Germany  revised  the  tax  upward  to  secure  more  revenue. 
The  rate  of  the  tax  was  increased  from  0.5  per  cent  to  1.5 
per  cent  and  the  special  rate  for  luxuries  was  raised  from 
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10  per  cent  to  15  per  cent.     The  literal  professions  were  now 
included  with  the  exception  of  the  doctors  who  were  paid  by 
the  state.    Minimum  exemptions  were  also  abolished.  The 
years  1922  and  1923  saw  the  tax  rate  increase  to  2  per  cent 
and  then  to  Z\  per  cent  with  imports  included  as  articles 
bearing  the  tax.    Since  1923,  the  tendency  in  Germany  has 
been  to  reduce  the  tax.     The  rate  was  cut  to  2  per  cent  and 
then  to  1.5  per  cent  during  1924  and  1925,  luxuries  being 
lowered  at  the  same  time  to  10  per  cent.     Later  in  1924,  the 
tax  rate  was  successively  reduced  first  to  1.25  per  cent 
and  then  to  1  per  cent.    The  luxury  tax  was  cut  to  7  per 
cent,     finally,  the  tax  rate  had  shrunk  to  .75  per  cent  and 
the  luxury  tax  was  entirely  abolished.    Under  the  final  tax 
rate,  services  and  productions  of  scholars,  artists  and 
authors  were  exempted  if  the  income  was  below  a  certain 
amount.    The  farm  produce  consumed  by  the  farmer  and  his 
family  were  exempted.  (3) 

The  same  thing  was  true  in  Germany,  as  was  character- 
istic of  other  countries,  namely,  that  the  yield,  at  first, 
was  disappointing.    As  the  problems  of  administration  disap- 
peared, as  the  tax  rate  became  higher  and  as  Germany  improv- 
ed economically,  the  tax  became  satisfactory  as  a  producer 
of  revenue. 

Canada:    Canada,  conservative  and  reluctant  to  resort 
to  backward  tax  measures,  finally  passed  a  turnover  tax  dur- 
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ing  the  post-war  period  of  financial  difficulties.     The  law 
of  1920,  levied  a  tax  of  two  per  cent  upon  the  manufacturer 
who  sold  direct  to  the  retailer  or  consumer,  and  a  tax  of 
one  per  cent  when  the  sale  was  made  to  a  jobber,  wholesaler, 
or  another  manufacturer.    No  services,  professional  or  oth- 
erwise, were  included  in  the  tax.     The  list  of  exemptions 
was  so  extensive  as  to  include  all  necessities;  the  items 
taxed  were  non-essentials.     The  limited  scope  of  the  tax 
can  be  seen  by  reading  a  list  of  some  of  the  exemptions, 
such  as:  uncanned  foodstuffs,  clothing,  fuels,  gas  and 
electricity,  unbound  printed  materials,  unfinished  wood 
products,  metallic  ores,  and  crude  metals.  (4) 

The  tax  law  of  1920,  not  proving  an  intolerable  burden, 
the  rates  were  raised  one-half  of  one  per  cent  in  1921.  In 
1922,  the  rates  were  increased  another  one-half  per  cent. (5) 

In  1923,  a  new  Producers'  Tax  replaced  the  former  sales 
tax  system.    The  new  law  imposed  a  six  per  cent  tax  on  the 
sales  and  importations  of  licensed  manufacturers,  or  pro- 
ducers.    Jhe  Canadian  government  felt  that  this  new  tax 
would  be  simpler  to  administer  than  the  old  one.     "To  the 
former  list  of  exemptions  were  added  sales  of  manuscript, 
raw  furs,  wool  not  further  prepared  than  washed,  and  drain 
tiles  for  agricultural  purposes."  (6) 

All  manufacturers,  whose  sales  amounted  to  more  than 
$10,000  annually,  were  required  to  have  a  license.     The  pur- 
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pose  of  the  license  was  to  help  defray  the  costs  of  adminis- 
tering the  tax.    Wholesale  merchants  and  jobbers,  who  sold 
more  than  fifty  per  cent  of  their  goods  to  licensed  manufac- 
turers, were  required  to  have  a  license.  (7) 

The  manufacturer  of  the  finished  product  was  to  pay  the 
tax,  those  engaged  in  any  of  the  intermediate  processes  were 
exempt.  If  a  manufacturer  sold  part  of  his  goods  to  another 
manufacturer,  or  wholesaler,  he  was  exempted  from  taxation 
on  the  part  sold.  Sales  made  by  licensed  wholesalers  to  re- 
tailers, consumers,  and  unlicensed  manufacturers  were  taxed. (8) 

Canada  has  experienced  the  usual  trouble  of  defining 
taxable  sales,  but  has  reduced  this  difficulty,  somewhat,  by 
excluding  retail  sales.     The  exclusion  of  farmers'  sales  has 
facilitated  collections,  for  the  farmers  are  both  numerous, 
and  inefficient  as  bookkeepers.     Tax  returns  are  made  month- 
ly, with  penalties  imposed  for  non-payment  of  the  sales  tax. 

During  recent  years,  the  tax  has  been  amended  downward. 
In  1924,  the  six  per  cent  rate  became  five  per  cent;  in  19£7 
the  rate  was  again  reduced  to  four  per  cent;  and  in  1928,  a 
three  per  cent  rate  was  in  effect.     The  compensatory  charges 
on  imports  proved  to  be  one  of  the  most  effective  parts  of 
the  bill.     These  charges  yielded  from  one-fifth  to  one-third 
of  all  the  taxes  collected.     The  tax  has  proved  highly  satis- 
factory.    The  greatest  yield  in  any  one  year  was  $101,000,000. 
This  represented  forty-five  and  nine-tenths  per  cent  of  the 
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internal  revenue  of  that  year.  (9) 

France:     The  experience  of  France  in  determining  the 
type  of  sales  tax  beat  suited  for  her  needs  and  her  success 
in  administering  the  tax  is  of  special  interest  to  the 
United  States.    During  the  post-war  period,  the  same  recur- 
rent demands  for  a  sales  tax  were  heard  in  France  as  in  this 
country.    France  felt  the  same  vehement  opposition  to  such 
a  tax  as  is  evident  here.    A  study  of  why  France  yielded  to 
demands  for  the  tax,  what  type  of  tax  she  adopted,  and  how 
she  administered  it,  will  be  given  in  some  detail.     In  the 
United  States  no  political  party  has  sponsored  the  sales  tax. 
Advocates  of  the  measure  have  appeared  among  all  groups  of 
people.     The  Hearst  interests  have  consistently  upheld  the 
measure;  certain  sections  of  the  country  have  favored  its 
development;  and  the  advantages  and  disadvantages  have  been 
argued  with  heat  by  both  parties  in  Congress.    At  the  same 
time,  the  unfavorable  reaction  among  the  people  toward  the 
measure  has  prevented  its  becoming  a  conspicuous  part  of 
any  platform. 

The  same  apathy,  or  rather,  lack  of  enthusiastic  sup- 
port was  apparent  in  France.     The  final  passage  of  the  Sales 
Tax  was  no  political  victory  far  any  party.    Money  was  im- 
perative.   War-widows  had  to  be  supported;  the  wounded  vet- 
erans recompensed,  and  the  northern  provinces  rehabilitated. 
Resort  was  made  to  the  quickest  way  apparent  to  secure  mon- 
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ey  for  these  debts.    No  one  denied  the  evils  of  the  tax; 
no  one  could  refute  the  argument  that  the  tax  was  a  back- 
ward step,  and  against  all  principles  of  right  taxation. 
The  convincing  argument  that  put  an  end  to  all  opposition 
was  the  devouring  need  for  money,  and  the  fact  that  a  sales 
tax  would,  undeniably,  yield  this  money. 

In  support  of  this  explanation  of  the  favorable  French 
vote,  let  me  quote  what  Francois  Marshal  said  at  that  time: 
"Everything,  to  my  mind,  doctrines,  personal  ideas  of  pro- 
priety, even  the  most  thoroughly-held  opinions,  must  be  neg- 
lected in  face  of  the  necessity,  urgent  and  arbitrary,  of 
meeting  the  demands  of  the  treasury."  (11) 

The  vote  in  favor  of  the  turnover  tax  indicates  how  gen- 
eral was  this  attitude:  the  vote  being  496  to  97  in  favor 
of  the  measure.    Probably,  the  only  ones  to  at  all  favor 
the  measure,  aside  from  its  value  as  a  producer  of  revenue, 
were  some  of  the  business  men  who  felt  that  by  imposing  the 
turnover  tax,  the  farmers,  who  had  up  to  this  time  escaped 
their  share  of  the  tax  burden,  would  be  compelled  to  pay  a 
share. 

The  psychological  attitude  of  the  French  toward  the  tax 
was  illuminating.    Rather  than  endure  the  so-called  interfer- 
ence and  prying  into  of  their  private  affairs,  necessary  in 
the  administration  of  the  income  tax,  they  preferred  the 
imposition  of  a  tax  admittedly  much  more  unfair,  little 
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effort  was  made  to  reform  the  administration  of  the  income 
tax  which  was  yielding  only  one-half  of  the  legitimate  reve- 
nue. (12) 

The  first  year  that  the  turnover  tax  was  in  force  proved 
disappointing  to  the  French  Government.     In  the  first  place, 
the  extent  of  the  returns  had  been  greatly  overestimated. 
Secondly,  the  machinery  for  collection  was  poor,  and  much  more 
expensive  in  operation  than  had  been  contemplated.  Thirdly, 
the  depression  was  exerting  its  deadening  influence  on  bus- 
iness, and  preventing  the  normal  operation  of  the  turnover 
tax.    As  business  improved,  the  returns  became  better  and  the 
tax  was  accepted  as  a  necessary  evil. 

The  administration  of  the  turnover  tax  in  ?rance  was  car- 
ried on  by  three  groups.    Namely:    The  department  of  Direct 
Taxation,  the  department  of  Indirect  Taxation,  and  the  de- 
partment of  Registration.     Later,  the  department  of  Indirect 
Taxation  assumed  full  control  of  the  administration  of  the 
law.  (13) 

Certain  exemptions  existed  under  the  law.     The  produce 
of  the  farmers  was  one  of  the  groups.     The  ostensible  motive 
given  for  the  exemption  of  the  farmers  was  to  prevent  any 
stinting  on  foodstuffs.     Other  necessities,  in  the  eyes  of  the 
framers  of  the  law,  should  and  could  be  curtailed,  but  prop- 
er food  should  not  be  the  subject  of  such  a  tax.    Again,  farm- 
ers were  reputed  to  be  poor  bookkeepers ,  and  it  was  believed 
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that  they  would  render  almost  useless  accounts.     That  these 
reasons  were  not  Generally  believed  to  be  responsible  for  the 
exemption  of  the  farmer  is  shown  in  the  speech  of  Deputy 
Artaud,  representing  business  interests  when  he  said: 
agriculture  is  exempted  from  the  turnover  taxes  because  it 

has  a  majority,  and  for  no  other  reason  .....The 

limitation  of  the  turnover  tax  to  commerce  is  the  strongest 
and  most  characteristic  example  of  the  oppression  of  a  com- 
mercial minority  by  an  agricultural  majority."  (14) 

The  liberal  professions  were  also  exempted  as  it  was  be- 
lieved that  they  would  be  almost  impossible  to  control. ( lb ) 

The  turnover  tax  law,  since  the  time  of  its  passage,  has 
had  many  changes  and  modifications.     The  work  of  adminis- 
tration has  been  made  more  effective.     The  forfait  system  of 
estimating  the  basis  of  taxation  has  been  granted  in  the  case 
of  the  smaller  merchants.     Large  firms  had  too  much  vari- 
ation from  year  to  year  in  their  gross  receipts  to  allow  the 
use  of  the  forfait  system  it  would  prove  a  distinct  hard- 
ship on  them  during  lean  years,     however,  by  the  introduction 
of  the  forfait  system,  1,500,000  out  of  the  1,700,000  tax- 
payers were  freed  from  the  burdensome  duty  of  keeping  records 
and  from  sending  in  monthly  statements  and  payments  for  tax 
purposes.     The  forfait  system  had  some  opposition  from  bus- 
iness circles,  who  claimed  that  the  principle  of  fiscal 
equality  to  be  violated,  that  unstable  price  levels  changed 
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accurate  records  of  gross  receipts.  (16) 

Certain  evasions  existed  at  first.     One  of  the  most  com 
mon  being  the  growth  in  the  number  of  commission  merchants. 
These  were  taxed  for  service  and  not  on  the  bulk:  of  trans- 
action.    To  quote  from  Carl  Shoup: 

"following  the  imposition  of  the  turnover  tax  in  1920, 
large  numbers  of  dealers,  both  wholesale  and  retail,  be- 
came instead  commission  merchants  or  brokers,  solely  be- 
cause they  could  thus  handle  commodities  and  pay  a  tax  only 
on  gross  commissions  received  rather  than  on  the  total  value 
of  the  goods."  ( 17 ) 

Parliament  obviated  this  difficulty  by  placing  commis- 
sion merchants  on  the  same  footing  as  true  buyers  and  sel- 
lers. (18) 

One  of  the  economic  effects  of  the  tax  was  the  inte- 
gration of  concerns,  this  being  an  almost  invariable  ac- 
companiment of  the  sales  tax.     The  better  integrated  the  con 
cern,  the  fewer  transactions  to  be  taxed,  and  a  better  price 
offered  to  the  ultimate  consumer.     Small  concerns  working 
on  a  narrow  margin  were  necessarily  destroyed.    Again,  the 
turnover  tax  favored  the  manufacturer  of  a  highly  finished 
product.     This  fact  is  easily  understood.     The  greater  the 
amount  of  labor  necessary  to  the  construction  of  an  article, 
the  higher  the  price  to  the  ultimate  consumer,  and  the  low- 
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er  will  be  the  percentage  of  tax  on  the  final  price.  Those 
using  direct  labor  also  benefited  at  the  expense  of  the  em- 
ployers using  machinery,  the  tax  on  hand  made  articles  be- 
ing less  than  the  tax  on  manufactured  articles  produced  by 
machines.  (19) 

The  question  of  the  incidence  of  the  tax  has  always 
been  the  object  of  much  interest  and  dispute  in  every  dis- 
cussion of  the  sales  tax.     In  France  the  commercial  and  in- 
dustrial profits  taxes  have  been  passed  on  to  the  ultimate 
consumer.     This  is  not  generally  admitted  to  be  the  case  in 
England  and  America.     In  the  case  of  the  turnover  tax,  the 
ultimate  consumer  pays  a  greater  burden  than  the  actual 
amount  of  the  tax;  the  tendency  being  for  the  manufacturer 
to  profit    by  the  law.  (20) 

While  the  turnover  tax  at  first  proved  a  disappoint- 
ment to  the  French  government  in  the  amount  of  revenue  de- 
rived, the  necessary  adjustments,  together  with  the  more 
prosperous  conditions  of  the  country,  proved  the  tax  to  be 
a  valuable  aid  in  securing  the  desired  revenue.    Under  nor- 
mal conditions  the  tax  now  yields  approximately  seven  to 
nine  billion  francs,  nearly  one-fifth  of  the  total  state 
tax  revenue.     The  relatively  high  cost  of  collecting  this 
tax  has  not  yet  been  satisfactorily  adjusted.  (21) 

In  studying  the  French  sales  tax,  one  gains  the  impres- 
sion that  the  tax  is  exactly  what  was  anticipated  in  effect; 
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an  imperfect  tax  with  a  satisfactory  record  as  a  revenue 
producer . 

The  sales  tax  systems  of  the  following  countries,  cho- 
sen at  random,  show  the  general  similarity  in  purpose,  ad- 
ministrative details,  and  results  of  the  sales  tax,  wherever 
it  may  be  found: 

Czechoslovakia  was  one  of  the  first  to  experiment  with 
the  sales  tax.     Her  first  tax  was  imposed  in  1919,  to  help 
meet  the  post-war  expenses.    A  one  per  cent  rate  was  levied 
on  all  transactions  and  services,  with  luxuries  bearing 
heavier  taxes  of  ten  to  twelve  per  cent.     Exports  were  ex- 
empted as  was  the  first  sale  of  imports.     In  19£1,  the  tax 
was  raised  to  two  per  cent,  and  in  1923,  imports  were  inclu- 
ded in  the  tax  bill.     Both  the  manufacture  and  the  importa- 
tion of  agricultural  implements  were  favored  by  a  lower 
rate  of  one  per  cent.    According  to  the  provisions  of  the 
tax  of  1923,  the  rate  of  taxation  was  varied  according  to 
the  number  of  stages  of  production  and  distribution.  In 
Czechoslovakia,  as  in  most  other  countries  having  a  sales 
tax,  foodstuffs  enjoy  a  lower  rate  of  taxation.  Injustices 
in  the  operation  of  the  general  sales  tax  are  being  ad- 
justed by  the  use  of  the  production  taxes.     Some  of  the  ar- 
ticles to  which  the  production  taxes  apply  are:  drugs,  tea, 
coffee,  pepper,  citrus  fruits,  rice,  nuts,  bananas,  milk, 
meat  products,  etc.  (22) 
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The  Industrial  Tax  of  Russia  is  one  of  the  most  com- 
plicated of  the  sales  taxes,  because  of  its  rate  classifi- 
cation.    This  intricacy  would  probably  not  be  tolerated  ex- 
cept for  the  fact  that  the  tax  forms  the  chief  source  of  rev- 
enue for  the  Soviet  government.    Commercial  and  industrial 
enterprise  are  classified  according  to:  (a)  the  nature  of  the 
enterprise,  (b)  the  number  employed,  and  (c)  the  amount  of 
capital  invested.     These  three  groups,  in  turn,  are  classi- 
fied into  zones,    iSven  artisans  and  small  traders  are  subject 
to  the  same  type  of  classification.  ( 23  J 

The  general  sales  tax  of  Hungary  started  with  a  low  rate 
of  one  and  one-half  per  cent  for  merchandise  and  service; 
was  raised  to  two  per  cent  in  1926,  and  then  to  three  per  cent 
in  1931,  to  increase  its  yield  during  the  depression.  This 
tax  was  supplemented  by  luxury  taxes  varying  from  ten  per 
cent  to  twenty-five  per  cent,     when  the  general  sales  tax 
was  first  introduced,  the  agricultural,  hunting  and  fishing 
industries  were  exempted.    As  the  tax  rate  was  increased,  the 
list  of  exemptions  was  extended  to  include  eggs,  milk  and 
vegetables.     Increasing  use  is  being  made  of  the  production 
taxes.     It  is  believed  by  those  in  charge  of  administering 
the  law,  that  while  the  taxes  are  oppressive  now,  that  when 
the  list  of  production  taxes  is  complete,  the  poorer  people 
will  find  the  tax  burden  lighter.  (24) 

Two  of  the  central  China  provinces,  Kupeh  and  Eunan, 
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have  sales  taxes.     Chinese  patience  is  evident  in  the  list 
of  2000  classified  articles  of  taxation,     necessities  and 
foodstuffs  are  taxed  from  one  and  one-half  per  cent  to  three 
per  cent;  luxuries  are  taxed  at  rates  varying  from  six  per 
cent  to  fifteen  per  cent.  (25) 

Argentina  had  the  experience  of  other  nations  to  guide 
her  when  she  levied  her  first  sales  tax  in  1931.     The  tax 
rate  is  low,  being  three  tenths  of  one  per  cent  on  all  trans- 
actions both  wholesale  and  retail.    Establishments  with  gross 
business  transactions  under  25,000  pesos  the  preceding  year 
are  exempt.    Poods  and  publications  are  also  excluded.  (26) 

In  L:ewf oundland,  we  find  a  so-called  manufacturers'  sales 
tax  which  is  that  in  name  only.    The  goods  taxed  is  limited 
to  those  imported,  thus  making,  in  effect,  a  tariff  duty.  (27) 

Mexico  is  the  one  country  whose  tax  system  does  not  im- 
prove with  time.     TTer  sales  taxes  have  always  been  a  part  of 

the  fiscal  system  a  heritage  from  the  Spanish,  federal, 

State,  and  local  governments  resort  to  the  tax  as  a  means  of 
support.    The  federal  sales  tax  rate,  as  collected  in  1921, 
varies  from  one  to  two  per  cent  at  wholesale  or  at  retail. 
The  nature  of  the  goods  and  the  amount  of  the  sale  determine 
the  rate  of  taxation.     The  states  levy  taxes  on  gross  busi- 
ness sales,  these  being  usually  two  per  cent.     The  taxes  are 
collected  by  stamps.     The  entire  system  is  antiquated  and 
unfair,  great  injustice  being  suffered  by  the  tax-payers 
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because  of  inequalities  in  the  tax.  (28) 

>/hen  the  United  States  was  contemplating  a  sales  tax  in 
1921,  considerable  interest  was  shown  in  the  Philippine 
method  of  taxation  and  some  study  was  made  of  its  applica- 
tion and  success.     The  sales  tax  dates  from  1904,  when  a  tax 
of  one-third  of  one  per  cent  was  laid  on  the  gross  sales  of 
commodities  and  all  manufacturers'  sales.    The  tax  of  1905, 
laid  a  tax  on  the  gross  receipts  of  common -carriers  of  one 
per  cent.     In  1914,  the  tax  was  revised  to  include  almost 
all  merchants,  printers,  publishers,  public  utilities,  hos- 
telries,  etc.     The  tax,  at  this  time,  was  one  per  cent,  but 
was  raised  in  1923,  to  one  and  one-half  per  cent  for  mer- 
chants and  manufacturers.  (29)    The  term  "merchant"  is  de- 
fined as  follows: 

"A  person  engaged  in  the  sale,  barter,  or  exchange  of 
personal  property  of  whatever  character.    j£xcept  as  espec- 
ially provided,  the  term  includes  manufacturers  who  sell 
articles  of  their  own  production,  and  commission  merchants 
having  establishments  of  their  own  for  the  keeping  and  dis- 
posal of  goods  of  which  sales  or  exchanges  are  effected,  but 
does  not  include  merchandise  brokers."  (30) 

The  small  farmer  is  exempted,  as  is  the  artisan  whose 
production  does  not  exceed  one  peso  daily,  and  merchants 
whose  quarterly  sales  are  under  a  certain  minimum.  (31) 

Elimination  of  the  farmer  from  the  tax  simplifies  the 
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work  of  administration  as  the  farmers  constitute  the  bulk  of 
the  population.    Records  must  be  kept,  and  these  are  avail- 
able for  government  inspection.    Penalties  are  imposed  for 

the  failure  to  pay  the  tax  promptly  the  payments  being 

ma.de  quarterly.  (32) 

In  1927,  proposals  were  made  to  materially  change  the 
sales  tax.     One  of  these  proposals  was  the  abolishing  of  the 
present  sales  tax,  and  the  substitution  of  a  high  tax  on  the 
sale  of  imports  in  its  place.     This,  like  the  similar  tax  of 
Newfoundland,  is  really  a  tariff.     The  other  proposal  was  to 
levy  the  tax  at  one  stage  of  production  or  distribution,  in- 
stead of  having  the  pyramided  present  tax.    The  department 
of  finance,  after  considering  both  of  these  proposals,  dis- 
carded them,  but,  at  the  same  time,  admitted  the  need  of  ad- 
justment of  the  existing  taxes.  (33) 
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CHAPTER  VI 

PROBLEMS  OF  ADMINISTRATION  OP  GENERAL  SALES  TAXES 

Almost  all  of  the  countries  that  adopted  a  sales  tax, 
had  to  learn  by  experience  the  most  successful  way  of  admin- 
istering the  tax.     The  early  experiences  of  these  countries, 
was,  usually,  discouraging.     In  the  first  place,  the  taxes 
were  introduced  at  a  time  when  they  would  be  felt  most  keen- 
ly and  most  deeply  resented.     If  the  taxes  had  been  levied 
during  a  time  of  rising  prices,  the  taxes  would  have  been 
considered  as  a  part  of  the  higher  price  level  and  would  not 
have  been  protested.     In  spite  of  the  crisis  in  world  post- 
war finance,  the  details  of  the  taxes  have  been  successfully 
worked  out,  and  became  an  accepted  part  of  the  fiscal  systems 
of  most  countries. 

The  experience  of  these  countries  can  be  of  definite 
help  in  formulating  a  policy  of  sales  tax  administration. 
The  first  thing  to  be  noted  is  that  the  simpler  the  details 
of  a  sales  tax,  the  easier  and  more  efficient  is  the  admin- 
istration.    The  cost  of  operation  grows  when  exemptions  come. 
Ytfhat  the  extent  of  the  exemptions  will  be  depends  on  the 
strength  of  political  groups;  on  the  amount  of  revenue  need- 
ed; and  on  the  social  conditions  of  the  country.     Of  these 
three  determining  factors,  the  need  for  revenue  is  the  most 
important  since  even  political  influences  lose  their  power 
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when  more  money  is  imperative. 

The  exemption  of  foodstuffs  and  certain  other  necessi- 
ties is  included  under  social  discriminations.     Belgium  and 
Italy  exempt  all  necessities;  iioumania  exempts  breadstufi's 
and  meat;  France  exempts  milk  and  bread  grains,  the  latter 
already  being  taxed  locally;  Poland  has  the  low  rate  of  one 
per  cent  on  foodstuffs;  Czechoslovakia  has  a  special  low 
rate  for  foodstuffs  and  meat;  Canada  exempts  the  necessities 
of  life;  latin-America,  Porto  .iico,  and  the  Philippines 
exempt  foodstuffs.  (1) 

Luxury  taxes  have  been  imposed  to  equalize  the  burden 
of  taxation.     The  rates  have  usually  been  anywhere  from  ten 
per  cent  to  fifteen  per  cent,  although  sometimes  they  have 
gone  as  high  as  twenty-five  per  cent.     "Justice  in  taxation 
seems  to  require  the  heavier  taxation  of  luxury  consumption, 
and  the  luxury  turnover  taxes  undoubtedly  command  the  sup- 
port of  the  poorer  elements  of  the  population  who  believe 
the  wealthier  classes  should  be  taxed  at  higher  rates. "(2) 
The  sales  tax  affects  only  a  small  per  cent  of  the  expendi- 
tures of  the  wealthy  the  amount  spent  for  actual  necessi- 
ties being  limited.     The  wealthy  are  therefore  exempt  from 
taxes  on  a  large  per  cent  of  their  expenditures.    The  luxury 
tax  is  imposed  to  offset  this  tax  exemption. 

The  administration  of  the  luxury  tax  has  proved  it  to 
be  successful  in  theory  only.     In  the  first  place,  what  con- 
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stitutes  a  luxury  is  difficult  to  define.    Price  was  tried 
as  the  criterion,  but  proved  unsatisfactory  during  a  period 
of  fluctuating  prices.    When  prices  were  rising,  a  number  of 
articles  automatically  entering  the  luxury  class,  were,  ob- 
viously, outside  of  this  class.    The  opposite  was  true  dur- 
ing times  of  falling  prices.     Luxuries  could  be  purchased 
at  prices  far  below  their  normal  value,  and  according  to 
price  classification  could  no  longer  be  considered  as  lux- 
uries.   Again,  as  every  buyer  learns,  in  the  long  run,  the 
higher  priced  article  is  often  the  better  value,  and  more 
economical.     Germany  tried  to  adjust  inequalities  in  her 
sales  tax  by  using  the  luxury  tax  with  it,  but  was  unsuc- 
cessful.   She  now  uses  a  progressive  system  of  taxing  in 
other  branches  to  equalize  the  burden  of  taxation.  (3) 

Unless  the  taxing  of  luxuries  also  provides  taxes  for 
their  substitutes,  the  only  one  gaining  by  the  luxury  tax 
will  be  the  manufacturer  of  the  substitute. 

Quality,  and  workmanship  have  also  been  used  as  the  test 
for  luxury.    Both  of  these  criteria  are  good,  as  far  as  they 
go,  but  in  the  actual  administration  of  the  tax  were  not 
satisfactory.     The  amount  of  revenue  derived  does  not  jus- 
tify the  expense  involved.    As  a  money  making  proposition 
the  tax  is  of  little  use,   but  as  a  political  method  of  making 
the  poorer  people  happy  it  has  its  uses.     In  order  for  the 
tax  to  have  any  revenue  producing  possibilities,  it  must 
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apply  to  a  number  of  luxuries  indulged  in  by  the  poor,  such 
as  tobaccos,  liquors,  etc.     I'hen  the  tax  loses  its  main 
characteristic,  and  becomes  just  another  example  of  a  sales 
tax. 

In  the  group  usually  exempted  for  economic  reasons  is 
the  farmer.     He  is  considered  to  be  in  an  unfavorable  posi- 
tion economically.     The  extent  of  his  crop  is  always  an  un- 
known quantity,  ani  due  to  a  supposedly  admirable  stream  of 
independence,  he  doesn't  cooperate  with  other  farmers,  and 
get  the  best  possible  price  for  what  he  does  raise,  farmers 
are  reported  to  be  poor  bookkeepers ,  and  the  administration 
of  any  tax  on  their  products  would  be  difficult,     rfhy  the  lat- 
ter argument  should  be  given  serious  attention  is  puzzling, 
when  one  considers  the  intricacies  of  filing  an  income  tax. 
A  third  reason  why  the  farmer  is  so  frequently  exempted  is 
that  his  tax  is  difficult  to  shift,  and  becomes  a  direct  tax 
for  him.     In  some  countries,  not  only  are  all  farm  products 
exempt,  but  also  all  equipment,  machinery,  etc.,  necessary 
for  carrying  on  a  farm.    No  doubt,  the  true  reason  for  the 
exemption  of  the  farmer  is  his  importance  as  a  political  fac- 
tor.    This  is  claimed  to  be  the  case  in  France,  where  the 
business  interests  bitterly  resent  the  exemptions  accorded 
the  jhrench  peasant.     In  West  Virginia,  all  spending  neces- 
sary for  a  minimum  living  is  exempted  from  a  sales  tax.  This 
is  a  much  fairer  method  of  equalizing  any  injustices  of  the 
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tax. 

i'he  application  of  the  general  sales  tax  applies  not 
only  to  the  exchange  of  commodities,  but  also  to  the  sales 
of  services.     This  latter  use  of  the  sales  tax  must  be  kept 
in  mind  when  speaking  of  the  exemption  of  those  whose  wage 
is  only  sufficient  for  a  bare  existence.    The  same  is  true 
when  speaking  of  the  exemption  of  the  salaries  of  the  pro- 
fessions.    It  is  obvious  that  no  preference  could  be  given 
to  any  class  of  people  in  the  administration  of  the  sales 
tax  on  commodities.     The  bookkeeping  involved  would  be  end- 
less if  distinctions  were  to  be  made  when  -the  sales  were 
made.     vVhen  speaking  of  exemptions  of  minimum  wages,  the 

actual  sale  of  service  is  intended  not  what  the  individual 

will  spend  after  he  has  received  his  wage. 

In  the  case  of  the  professions,  those  would  be  exempted 
from  a  tax  on  their  services  whose  income  did  not  exceed  a 
certain  established  sum  the  previous  year.     Those  whose  in- 
come exceeded  this  amount  would  pay  a  tax,  which  in  turn 
would  be  passed  on  to  those  hiring  the  the  service  in  the 
form  of  higher  fees.    Probably  the  entire  tax  could  not  be 
shifted,  but  would  have  to  be  borne  in  part  by  the  profes- 
sions.   The  same  reasoning  is  used  as  justification  of  this 
tax  as  is  used  for  the  income  tax.    Those  receiving  the  high 
er  income  will  be  willing  to  pay  the  tax  because  of  the  com- 
pensation of  a  larger  income. 
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The  minimum  wage  in  other  lines  is  exempted  from  a  tax 
in  a  similar  manner  to  that  of  the  minimum  salary  of  the  pro- 
fessions.    That  is,  those  receiving  a  wage  below  a  fixed 
amount,  are  not  subject  to  a  tax.     Those  whose  wage  exceeds 
that  limit  are  required  to  pay  a  tax  on  their  incomes. 

Horizontal  discriminations  happen  in  the  case  of  multi- 
ple turnover  taxe3  or  production  taxes.     That  is,  where  con- 
cerns are  integrated  the  number  of  processes  to  be  taxed  is 
less,  and  the  final  price  will  be  lower  than  that  of  the  more 
poorly  integrated  concern  which  has  to  pay  the  tax  at  every 
step.     This  difficulty  can  be  avoided  by  estimating  the  num- 
ber of  ordinary  steps  and  charging  a  lump  sum  equal  to  their 
total.     The  integrated  concerns  would  pay  this  amount.  Anoth- 
er example  of  horizontal  discrimination  occurs  under  the  manu- 
facturers' sales  tax.     If  the  distribution  charges  of  an  ar- 
ticle are  disproportionately  high  to  its  cost,  there  is  an 
unjust  discrimination  against  the  concern  making  it. 

This  brings  us  to  the  most  difficult  point  in  the  admin- 
istration of  the  sales  tax  namely:  the  defining  of  the  base 

of  the  tax.     This  not  only  includes  the  types  of  commodities 
to  be  taxed,  but  if  the  sale  of  services  is  to  be  included, 
the  types  of  services  taxable,     ^ven  in  as  definite  a  tax  as 
the  Lfcnufacturers'  Sales  Pax  in  Canada,  the  administrators  of 
the  measure  find  it  extremely  difficult  to  determine  exactly 
what  is  taxable  and  what  is  not  taxable.     If  there  is  need  for 
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a  lucrative  revenue,  and  the  base  of  the  tax  is  to  be  broad, 
the  work  of  administering  becomes  more  simple.    Almost  every- 
thing is  taxed  and  exemptions  are  few.     The  difficulties  of 
administration  increase  with  exemptions.    The  differenti- 
ation between  what  is  taxable  and  what  isn't  becomes  a  mat- 
ter of  personal  opinion  or  of  politics.     The  simplest  way  of 
dealing  with  exemptions  is  to  exclude  them  from  the  sales 
tax,  and  then  tax  them  under  special  laws.     The  basis  of 
taxation  in  Europe  has  been  simplified  by  this  method.  The 
types  of  taxes  in  Europe  are  indicative  of  the  various 
needs.    Australia  has  a  manufacturers'  tax  of  two  and  one- 
half  per  cent;  ij'rance.a  tax  of  two  per  cent  on  the  total  bus- 
iness receipts;  Germany,  a  tax  of  eighty-five  hundredths  per 
cent  to  one  and  thirty-five  hundredths  per  cent  on  total  bus- 
iness transactions;  Hungary,  Russia,  Spain  and  Jugoslavia 
have  a  tax  on  gross  sales  ranging  from  twenty-five  hundredths 
per  cent  to  seventeen  and  f ifteen-hundredths  per  cent  on  the 
gross  receipts.     The  tax  of  seventeen  and  f if teen-hundredths 
per  cent  occurs  in  Russia,  where  it  is  the  chief  form  of  tax- 
ation. (5) 

Rate  classifications  are  found  in  France,  Belgium,  Rus- 
sia, Czechoslovakia,  Hungary,  and  Rumania,  as  well  as  in 
some  of  the  American  states.    Various  factors  are  consider- 
ed in  the  determination  of  these  rates.     The  practical  angle 
of  the  tax  involves  considerable  bookkeeping  both  for  the 
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business  and  for  the  collector.    Austria  bases  her  charge  on 
the  number  of  steps  in  the  manufacture  and  distribution  of 
the  article.    West  Virginia  has  a  much  lower  rate  for  the 
wholesalers  than  for  the  retailers.     This  is  based  on  the 
theory  that  the  wholesaler  has  a  tremendous  volume  of  bus- 
iness, but  a  small  profit,  while  the  opposite  is  true  of  the 
retailer,  his  volume  being  small,  and  his  profit  large. 

The  next  problem  is:    Where  to  levy  the  tax?    One  of  the 
most  common  forms  is  that  of  a  sales  tax  levied  on  business 
activities  in  general.     Buehler  summarizes  the  arguments  in 
favor  and  against  this  tax  as  follows: 

"All  business  is  taxed  and  there  are  no  discriminations. 
The  tax  will  be  very  productive  with  a  low  rate.     Since  all 
lines  of  business  enterprise  are  taxed,  the  revenues  are  de- 
rived from  diverse  sources  and  their  stability  is  assured. 
The  disadvantages  encountered  in  attempting  to  tax  multitud- 
inous small  concerns  may  be  avoided  by  a  minimum  exemption  of 
a  certain  designated  amount  of  total  sales,  or  by  the  collec- 
tion of  a  tax  based  on  the  estimated  annual  turnover  instead 

of  monthly  or  quarterly  turnover  If  the  small  taxpayers 

are  not  exempted  they  complain  about  the  costs  of  account- 
ing for  tax  purposes  and  frequently  evade  the  law  A 

further  disadvantage  is  the  tendency  to  foster  integration. 
If  the  tax  is  collected  uniformly  from  all  businesss  enter- 
prise, it  necessarily  results  in  unequal  burdens  on  buyers 
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and  sellers."  (6) 

Production  and  extraction  taxes  are  becoming  increas- 
ingly popular.    The  administration  is  considerably  simpler 
than  that  of  the  business  tax.     In  the  first  place,  the  num- 
ber of  persons  taxed  is  much  smaller  so  that  a  great  deal  of 
the  machinery  needed  for  the  collection  of  the  business  tax 
and  much  of  the  bookkeeping  of  the  smaller  concerns  would  be 
discarded.    Again,  the  firms  engaged  in  the  production  and 
extraction  of  goods  keep  much  more  accurate  accounts  than 
does  the  small  business  man.     Integration  would  not  have  as 
much  force  here  as  before.    Certain  disadvantages  of  the  tax 
also  appear.     ?irst,  the  ultimate  destiny  of  the  goods  is 
hard  to  determine.     If  the  amount  of  taxation  depends  on  the 
final  use,  not  only  is  the  administration  more  involved,  but 
the  temptation  comes  to  shade  accounts  so  as  to  secure  the 
lower  tax  rates.    Also,  interest  charges  will  accrue  when  the 
tax  is  laid  so  early  in  the  process.     The  producers  claim 
that  they  are  being  unfairly  discriminated  against,  but  as  the 
producers'  tax  is  often  used  in  conjunction  with  some  other 
form  of  the  sales  tax,  this  argument  loses  weight.     The  rate 
is  higher  than  under  the  business  sales  tax  in  order  to  pro- 
duce an  equivalent  amount  of  revenue. 

Sometimes,  all  sales  except  those  at  retail  are  taxed. 
This  is  to  do  away  with  the  collection  of  the  tax  from  so  large 
a  number.     The  main  arguments  against  such  a  tax  are  that  they 
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do  create  a  favored  class,  the  retailer,  and  that  they  tend 
toward  the  integration  of  business. 

A.  combination  of  all  methods  of  sales  taxes  is  possible 
but  not  advisable,  as  the  more  complicated  the  tax  the  more 
the  evasions,  and  the  greater  the  cost  of  administration. 

The  type  of  machinery  for  the  administration  of  the  sales 
tax  and  the  effectiveness  of  the  tax  will  vary  with  the  coun- 
try employing  it.    The  productiveness  of  the  tax  may  be  seen 
by  the  following  table,  compiled  by  Alfred  G.  Buehler : 

RELATIVE  YIELD  OP  GENERAL  SALES  TAXES  (7) 
Per  cent  of  Revenues 


1924 

1925 

1926 

1927 

1928 

17.4 

16.9' 

18.0 

.... 

.... 

18.2 

16.5 

17.2 

28.4 

26.9 

8.4 

8.4 

5.0 

.... 

•  •  •  • 

24.0 

30.6 

19.3 

20.5 

16.8 

Czechoslovakia. 

13.6 

13.2 

16.0 

17.6 

12.1 

16.2 

15.3 

19.4 

19.7 

20.1 

24.7 

16.3 

10.7 

9.7 

10.3 

23.6 

16.7 

15,7 

14.6 

13.7 

2.3 

2.8 

3.4 

3.0 

.... 

6.9 

.... 

.... 

.... 

.... 

15.0 

15.0 

13,3 

13.0 

13.9 

8.0 

4.8 

6  ,o 

5.4 

Philippines .... 

36.6 

35.4 

35.5 

34.1 

31.6 

o.O 

4.2 

4.9 

5.6 

5.8 

.... 

11.7 

12.5 

26.3 

.... 

5.6 

5.8 

4.9 

West  Virginia.. 

23.5 

18.4 

20.3 

23.8 

20.4 

3.1 

2.1 

2.7 

2.9 

2,9 

4.8  can  be  seen  by  the  table,  the  variation  is  extreme 
but  as  high  as  one-third  of  the  entire  revenue  has  been  de- 
rived by  this  tax  in  some  cases, 

Canada  had  good  immediate  results  from  the  imposition  of 
her  sales  tax,   out  this  was  because  the  machinery  for  its 
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execution  was  effective  and  already  in  good  working  order. 
The  opposite  condition  was  true  in  France.     Here,  as  stated 
elsewhere  in  this  paper  the  administration  was  divided  among 
three  different  departments  without  any  real  coordination  of 
the  work,    LTot  only  was  the  sales  tax  poorly  carried  out  in 
Prance,  but  the  same  v.as  true  of  all  her  taxes.     The  tax  is 
now  carried  out  in  i?rance  by  a  central  authority  with  many 
local  units.     (6)  The  advantage  of  knowledge  of  local  affairs 
may  be  offset  by  carelessness  in  administration.  Germany 
has  been  highly  successful  in  her  sales  tax  which  is  exe- 
cuted by  a  central  authority,  tax  collections  being  in  the 
hands  of  the  Reich.  (9) 

Italy  and  Belgium  collect  their  taxes  by  means  of  stamps, 
as  do  also  the  Philippines.     In  the  former  case,  however,  the 
complicated  details  required,  tend  to  offset  the  advantages 
of  the  system  and  it  is  regarded  principally  as  a  nuisance. 
Business  records  and  invoices  are  required  in  Italy.     (10)  ^he 
Philippines  have  the  minimum  of  red  tape  and  have  had  great 
success  with  stamps  as  the  means  of  collection. 

Other  countries  use  annual,  quarterly,  or  even  monthly 
payments.     The  more  frequent  the  payments,  the  greater  the 
bookkeeping  requirements.     It  affords  the  government  a  bet- 
ter check  on  the  operation  of  the  tax,  gives  it  a  steady 
source  of  revenue,  and  indicates  the  economic  condition  of 
the  country.     Jor  the  larger  concerns,  with  more  systematic 
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methods  of  keeping  records,  the  frequent  returns  mean  little 
inconvenience,  but,  for  the  smaller  concerns,  a  real  expense 
is  involved. 

Sufficient  personnel  must  be  maintained  for  the  proper 
operation  of  the  tax.     The  same  attempts  at  evasion  of  the 
tax  will  be  found  as  is  true  of  other  methods  of  taxation. 
Ignorance  of  the  law  will  be  pleaded  as  an  excuse  for  the  eva- 
sion of  the  tax,  but  such  things  are  only  to  be  expected  dur- 
ing the  first  few  years  of  operation.     Tax  collectors  have 
the  right  to  examine  the  records  of  those  paying  the  tax. 
Publication  of  tax  payments  has  been  suggested  as  a  method  of 
securing  more  coriplete  returns.    A  check  on  payments  is  pos- 
sible, also,  by  comparing  sales  tax  returns  with  income  tax 
returns.     In  the  case  of  the  administration  of  the  income 
tax,  the  word  of  those  making  the  returns  must  be  accepted. 
The  same  is  true  in  the  case  of  the  sales  tax.     The  prosecu- 
tion of  a  few  violators  has  a  wholesome  effect  on  the  entire 
administration  of  the  law.    Provision  must  be  made  for  th< 
prompt  and  just  settlement  for  cases  of  dispute.  Germany 
tries  such  cases  in  the  local  courts,  but  allows  appeal  to 
the  higher  courts.     In  France,  all  disputes  are  settled  in 
the  administrative  courts. 
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CHAPTER  VII 
INCIDENCE  OF  THE  SALES  TAX 

In  all  discussions  of  a  general  sales  or  turnover  tax, 
the  chief  point  of  controversy  has  been  the  actual  incidence 
of  the  tax,  and  further,  the  economic  results  of  this  inci- 
dence.    To  quote  from  the  report  of  the  national  Industrial 
Conference  Board  in  their  book:  "General  Sales  or  Turnover 
Taxation" : 

"The  political  expediency  of  any  tax  and  its  place  in  a 
tax  system  depend  on  the  answers  to  two  questions: 

"Does  the  burden  of  the  tax  rest  ultimately  on  the  in- 
dividual or  business  enterprise  that  initially  pays  it,  or  is 
this  burden  shifted  to  other  elements  in  the  community?  Also, 
what  relation  does  the  final  distribution  of  its  burden  bear 
to  the  distribution  of  wealth  and  income  in  the  community?"( 1 ) 

Two  diametrically  opposite  views  as  to  the  incidence  of 
the  tax  exist.     One  view  holds  that  the  ultimate  consumer 
pays  the  tax;  the  other  view  believes  that  business  bears  the 
burden.    Andrew  Mellon,  in  speaking  of  the  proposed  sales  tax 
in  1932,  said:     "We  laid  aside  all  thought  of  a  general  sales 
or  turnover  tax  because  generally  speaking  it  bears  no  re- 
lation to  ability  to  pay  and  is  regressive  in  charac ter . . . n( 2  ) 
In  support  of  the  view  that  business  bears  the  tax,  William 
Paton  stated: 
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"Now,  if  one  bears  in  mind  these  two  fundamental  facts  

the  elasticity  of  effective  buying  power  in  the  typical  case 
and  the  presence  of  competition  among  sellers,  is  it  not  al- 
most obvious  that  a  sales  tax  cannot  be  exactly  shifted  to 
the  ultimate  consumer  through  a  precise  advance  in  prices 
all  along  the  line:     It  may  be  in  part  so  shifted  but  it 
will  be  borne  in  no  small  degree  by  producers."  (3) 

A  more  emphatic  opinion,  from  another  source,  is  quoted: 

"Under  many  conditions,  in  fact  under  most  conditions, 
this  small  tax  will  be  absorbed  in  the  overhead  of  business. 

The  man  who  sells  large  quantities  of  goods  at  a  very 

small  gross  profit  will  practically  be  forced  to  add  the  tax 
at  the  bottom  of  his  bill.     On  the  other  hand,  the  man  who 
does  a  more  moderate  business  with  very  large  gross  profit, 
will  either  voluntarily  or  by  force  of  competition  soon  ig- 
nore the  tax,  so  far  as  his  selling  is  concerned,  and  consid- 
er it  as  part  of  his  business  overhead."  (4) 

Jhe  shifting  of  the  tax  to  the  consumer,  if  it  is  shifted, 
would  have  varying  results  on  the  different  classes.  2he 
greatest  hardship  would  rest  on  the  very  poor.     The  average 
income  in  the  United  States,  which  is  less  than  £2,000,  is 
spent  almost  entirely  in  the  purchase  of  necessities.  The 
imposition  of  a  sales  tax  would  inevitably  raise  the  cost  of 
living.     One  of  two  things  would  have  to  happen  in  that  case. 
Sither  the  poor  man  would  buy  less  or  else  he  would  get  a 
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poorer  quality  for  his  money.    Adam  Smith  in  support  of  the 
old  theory  of  "Minimum  of  Subsistence",  says  in  regard  to  the 
question  of  what  would  happen  to  the  poor  man  in  the  case  of 
such  a  tax: 

"As  the  wages  of  labour  are  everywhere  regulated,  partly 
by  the  demand  for  it,  and  partly  by  the  average  price  of  the 
necessary  articles  of  subsistence;  whatever  raised  this  aver- 
age price  must  necessarily  raise  those  wages,  so  that  the 
labourer  may  still  be  able  to  purchase  that  quantity  of  those 
necessary  articles  which  the  state  of  the  demand  for  labour, 
whether  increasing,  stationary,  or  declining,  requires  that 
he  should  have. 

"It  is  thus  that  a  tax  upon  the  necessaries  of  life  op- 
erates exactly  in  the  same  manner  as  a  direct  tax  upon  the 
wages  of  labour.     The  labourer,  though  he  may  pay  it  out  of 
his  hand,  cannot,  for  any  considerable  time,  at  least,  be 
properly  said  even  to  advance  it.     It  must  always  in  the 
long  run  be  advanced  to  him  by  his  immediate  employer  in  the 
advanced  rate  of  his  wages."  (5) 

This  doctrine  of  the  "Minimum  of  Subsistence",  as  ad- 
vanced by  Adam  Smith,  has  been  tempered  by  more  modern  thought. 
The  general  belief  now  is  that  where  the  burden  is  small,  the 
poor  people  would  pay  the  tax  without  any  increase  in  their 
wages.    With  a  larger  burden,  there  would  probably  be  a 
period  of  rising  prices,  accompanied  by  strikes  and  eventu- 
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ally  by  higher  wages.     In  the  case  of  the  middle  classes, 
the  chances  are  that  more  would  be  spent  for  necessities, 
and  less  saved.     The  savings  of  this  group  consists  chief- 
ly of  life  insurance  premiums,  annuity  payments,  payments 
on  cooperative  mortgages  etc.    These  forms  of  saving  are  in- 
flexible and  the  only  place  that  retrenchment  is  possible 
is  in  the  shrinking  of  savings  bank  deposits.     Since  invest- 
ments would  offer  a  greater  return  on  the  money  than  would 
purchases  made  under  the  new  price  level,  the  possibility 
exists  that  the  standard  of  living  of  this  group  would  be 
lowered. 

In  the  case  of  the  very  wealthy,  no  change  would  be 
made  in  the  standard  of  living.     The  same  purchases  would  be 
made,  but  the  amount  saved  would  be  less. 

According  to  the  report  of  the  National  Industrial  Con- 
ference Board,  in  their  book,  Sales  Taxes:  General,  Selec- 
tive and  detail,  there  are  certain  definite  conditions  that 
determine  the  process  of  shifting  the  tax.    The  first  of 
these  is  whether  the  industry  is  competitive  or  monopolistic. 
Contrary  to  the  general  belief,  the  monopolistic  concern  is 
much  better  able  to  shift  the  tax.     It  can  determine  what 
the  output  will  be,  deciding  at  what  point  the  article  can 
be  produced  most  economically.     By  restricting  the  demand 
in  relation  to  the  supply,  a  higher  price  can  be  secured  and 
the  sales  tax  passed  along  under  this  higher  price.  (6) 
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Another  element  that  determines  whether  or  not  the  tax 
is  shifted  is  whether  the  demand  for  the  products  is  elastic. 
In  the  case  of  necessities,  such  as  food  and  fuel,  the  de- 
mand remains  almost  identical.     Since  these  are  articles  that 
people  must  have,  the  higher  price  that  includes  the  sales 
tax  will  not  greatly  change  the  extent  of  sales.  However, 
regardless  of  the  demand  for  an  article,  fewer  purchases  will 
be  made  by  the  man  with  a  fixed  income  when  prices  are  increas- 
ed due  to  taxes. 

Whether  the  cost  of  producing  the  article  is  constant, 
or  changes  with  the  -volume  of  output,  is  another  factor  that 
determines  the  shifting  of  the  tax.     In  certain  industries, 
as  the  volume  of  goods  increases,  the  cost  per  unit  also 
increases.    This  is  of  course  the  exception  in  industry, 
but  the  condition  does  exist  in  certain  cases  of  agriculture 
and  certain  types  of  mining.     In  the  case  of  increasing 
costs,  the  number  of  units  would  be  decreased,  thus  lower- 
ing the  production  cost  per  unit.     According  to  the  report 
of  the  board,  this  would  result  in  a  new  price  level,  with 
the  new  price  somewhat  lower  than  the  old  price  plus  the  tax. 

In  the  case  of  decreasing  costs,  that  is,  where  the 
cost  per  unit  decreases  as  the  volume  increases,  the  oppo- 
site would  be  true.     Sxcept  where  the  demand  for  the  arti- 
cle is  inelastic,  the  demand  would  decrease  with  a  result- 
ing increased  cost  for  the  quantity  produced  under  the  new 
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price  schedule.    The  final  cost  would  therefore  be  slightly 
higher  than  the  former  cost  plus  the  tax. 

In  some  lines,  the  cost  per  unit  is  constant,  regardless 
of  the  extent  of  output.     In  these  instances,  the  new  price 
would  be  the  old  price  plus  the  tax. 

In  no  case  should  the  sales  tax  be  resorted  to  as  a  tem- 
porary measure.     Before  the  tax  can  be  shifted,  there  is  a 
period  of  adjustment  to  the  tax.     During  this  period,  certain 
concerns  that  are  operating  near  the  margin,  would  be  wiped 
out  before  the  price  could  be  advanced  for  them  to  operate 
at  a  profit.     The  process  of  shifting  the  tax  is  unsettling, 
and  business  is  always  unstable  during  this  period.  Since 
the  price  movement  determines  whether  or  not  the  tax  will 
be  shifted,  a  considerable  period  of  time  must  pass  before 
the  shifting  can  be  accomplished.     If  the  tax  is  enforced 
during  a  period  of  rising  prices,  the  tax  can  easily  be  in- 
cluded in  the  higher  selling  price  as  it  would  be  essentially 
a  seller's  market.     Juring  a  time  of  falling  prices,  the  op- 
posite is  true,  and  not  only  must  the  merchant  bear  the  brunt 
of  lower  prices,  but  he  must  also  bear  the  sales  tax.  Regard- 
less of  how  successfully  the  bulk  of  the  tax  may  be  shifted, 
almost  everyone  handling  a  taxed  article  bears  some  part  of 
the  burden.     A.gain,  the  cost  of  the  machinery  of  administra- 
tion is  expensive,  and  requires  both  time  and  adjustments  for 
its  satisfactory  operation.     If  the  sales  tax  is  in  force  for 


brief  period  only,  the  effects  will  be  far  more  harmful 
than  helpful. 
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CHAPTER  VIII 
INCIDENCE  OF  PRESENT  FEDERAL  TAXES 

Since  advocates  of  the  sales  tax  claim  that  such  a  tax 
will  equalize  the  present  burden  of  taxation,  a  study  of  the 
incidence  of  present  Federal  taxes  is  in  order. 

In  reading  the  Treasury's  Statistics  for  1931*  one 
would  gain  the  impression  that  the  states  were  assessed  a 
definite  amount  of  money  to  be  paid  into  the  Federal  treas- 
ury, and  that  the  distribution  of  this  assessment  was  most 
unfair.     For  example,  the  fi=?ures  read  something  as  follows  :(1) 

Per  cent  of  Per  cent  of    Per  cent  of  Total 

State       Nation's  Population    Nation's  Wealth    Federal  Revenue 


North  Carolina  2.6   l.o  11. y 

Virginia  2.0   1.6   5.9 

New  York:  10.2  11.7  27.4 

Iowa  2.0  3.3   0.3 

Ohio   5.4   5.9   3.8 

Washington....  1.3   1.6   0.4 


Before  interpreting  these  figures,  we  should  consider 
what  are  the  sources  of  Federal  revenue.     Before  the  pas- 
sage of  the  Revenue  Act  of  1932,  our  Federal  revenue  was  de 
rived  from  four  main  sources;  customs  duties,  the  tobacco 
taxes,  the  personal  income  tax,  and  the  corporation  income 
tax.    Collections  for  these  four  types  of  revenue  were  made 
either  through  the  bureau  of  customs,  or  the  bureau  of  In- 
ternal Revenue.    The  collection  of  these  taxes,  while  being 
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paid  in  certain  stipulated  localities,  give  no  idea  of  the 
diversification  of  payment.    The  customs  duties  and  tobacco 
taxes  are  usually  shifted  to  the  shoulders  of  the  ultimate 
consumer.     The  French  believe  that  the  corporation  tax  is 
shifted,  but  that  is  contrary  to  English  and  American  be- 
lief.    Quoting  from  Dr.  Goldthorpe's  article: 

"In  general,  economists  have  pointed  out  that  this  tax 
is  shifted  only  in  unusual  circumstances,  and  ths.t  it  is 
actually  borne  by  the  corporation's  stockholders  rather  than 
by  the  consumers.     Accordingly,  its  burden  is  distributed 
throughout  the  population  in  proportion  to  the  stockholder's 
equities  in  the  net  income  of  those  corporations  with  tax- 
able incomes."  (2) 

In  regard  to  the  first  item  of  federal  revenue  that 

of  the  customs:     since  so  much  of  the  foreign-trade  activity 
is  centered  in  New  York,  it  is  inevitable  that  New  York  is 
credited  with  the  largest  percentage;     in  fact  with  over  fif- 
ty per  cent  of  the  customs  receipts  in  1933.     The  importer 
figures  his  charge  as  part  of  the  original  cost  of  the  goods, 
and  passes  it  along  to  the  next  person  handling  the  goods 
until  the  payment  is  finally  made  by  the  ultimate  consumer. 
The  chances  are  that  the  person  making  the  last  purchase  will 
not  be  a  resident  of  New  York,  although  the  customs  charge 
is  credited  there.  (3) 
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The  figures  for  the  revenue  on  tobaccos  are  equally 
misleading.     In  1933,  for  instance,  the  three  large  tobacco 
states,  Kentucky,  North  Carolina,  and  Virginia  were  credited 
with  twenty-three  per  cent  of  the  total  federal  internal 
revenue.     That  year  the  total  amount  collected  from  tobacco 
taxes  amounted  to  $403,739,059,  of  which  the  three  states 
mentioned  contributed  eighty-four  per  cent.  (4) 

Approximately  one-fifth  of  the  total  of  516,404  corpo- 
rations in  the  United  States  in  1931,  filed  their  tax  re- 
turns in  the  state  of  New  York.     Some  concerns  filing  their 
taxes  there,  carried  on  no  business  in  the  state  of  New 
York,  but  had  their  main  office  there.     In  the  majority  of 
the  cases,  a  great  part,  if  not  all  of  the  profits  had  been 
accrued  outside  the  state,  but  the  tax  was  credited  to  New 
York.  (5)     Dr.  Goldthorpe  quotes  from  the  statement  of  the 
Treasury  department  in  its  Statistics  of  Income  for  1931, 
as  follows: 

"The  data,  although  tabulated  by  returns  filed  in  each 
state,  do  not  represent  what  may  be  called  the  geographic 
distribution  of  income,  their  being  no  way  of  ascertaining 
from  the  income  tax  returns  the  amount  of  income  originating 
in  the  respective  states  or  the  amount  of  tax  paid  on  that 
basis,  as  income  reported  by  an  individual  or  corporation 
in  one  state  may  have  been  derived  from  sources  in  other 
states."  (6) 
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The  reason  for  the  necessity  of  the  Revenue  Act  of 
1932,  was  the  failure  to  derive  sufficient  revenue  from 
the  four  forms  of  taxations  just  discussed.    At  that  time, 
a  manufacturers'  sales  tax  was  defeated,  and  a  series  of 
thirty-two  manufacturers'  excises  substituted.     The  yield 
from  these  taxes  was  $244,000,000,  and  the  incidence  of 
these  taxes  was  undeniably  on  the  ultimate  consumer.  The 
gasoline  tax  alone  yielded  $125,000,000.  (7)    While  the  op- 
position to  the  present  excessive  gas  tax  is  growing,  due 
to  the  combined  state  and  Federal  taxes,  the  majority  of 
the  excises  aroused  little  resistance. 

In  the  foregoing  discussion,  it  has  been  shown  that 
while  everyone  bears  a  certain  amount  of  taxation,  it  is  the 
wealthy  who  bear  the  brunt  of  our  present  taxes.    This  tax- 
ing of  the  rich  is  the  result  of  two  factors.    The  first  one 
is  political.    The  bulk  of  the  population  or  voters  is  poor. 
Therefore,  it  has  been  a  political  expedient  to  tax  the 
wealthy  rather  than  antagonize  the  voting  masses.    The  sec- 
ond factor  has  been  the  strength  of  the  traditional  method 
of  taxing  visible  and  tangible  wealth.     The  poor  have  either 
nothing  or  else  but  few  goods,  thereby  escaping  the  bulk  of 
taxation.    The  taxes  that  are  paid  by  the  common  people, 
along  with  everyone  else,  are  hidden  and  are  difficult  to 
estimate.    While  aware  of  unwelcome  tax  burdens,  we  are  al- 
most completely  ignorant  of  the  total  cost  of  government, 
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and  of  what  that  cost  means  to  our  individual  poctcet-books . 
Our  present  system  of  taxation  is  almost  prohibitively  ex- 
pensive to  operate.     j?he  income  tax,  due  to  possibilities  of 
evasion,  is  the  most  intricate  to  administer. 

Jo  extend  our  present  system  of  taxes  seems  unwise. 
Further  use  of  the  tariff  or  customs  duties  would  bring  re- 
taliation.   The  result  would  be  the  curtailment  of  our  mar- 
kets and  the  increase  of  unemployment. 

The  tobacco  excises  are  as  heavy  as  the  traffic  will 
bear,  and  any  further  increase  in  taxes  would  result  in 
both  decreased  consumption  and  revenue.     The  use  of  excise 
taxes  could  be  extended  to  include  many  more  articles. 
But,  after  all,  the  excise  tax  is  a  form  of  sales  tax.  If 
the  list  of  excises  is  to  be  lengthened  so  as  to  procure  an 
appreciably  greater  amount  of  revenue,  why  not  adopt  a  gen- 
eral sales  tax,  and  have  all  the  benefits  of  such  a  law? 
The  corporation  taxes  are  admittedly  high  enough,  and  to  in- 
crease them  would  further  penalize  wealth. 

Most  economists  concede  the  income  tax  to  be  the  fair- 
est tax  according  to  the  ability  to  pay.  The  United  States 
has  never  applied  this  tax  as  extensively  as  England,  where 
its  yield  has  been  tremendous.  iSven  those  of  moderate  in- 
come bear  a  heavy  tax  there.  The  history  of  the  income  tax 
in  this  country  has  been  one  of  steady  opposition.  The 
rates  have  been  lowered,  and  the  salary  exemption  raised  as 
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pressure  against  the  tax  was  successful.     The  tax,  as  now 
levied,  does  not  approach  its  possibilities  as  a  means  of 
revenue.     But  the  American  people  have  so  consistently  op- 
posed the  tax  that  it  seems  futile  to  push  it  further  at 

least  not  until  the  general  attitude  toward  it  is  more 
favorable. 

The  sales  tax,  in  some  form,  seems  to  be  the  only  ap- 
parent means  of  securing  further  revenue.     In  spite  of  its 
defects  one  country  after  another  has  submitted  to  its 
adoption.     The  point  to  be  considered  in  the  United  States 
is  whether  or  not  the  inherent  defects  may  not  neutralize 
existing  irregularities  in  our  present  tax  system.     The  tax 
must  not  be  considered  as  a  unit,  but  as  a  part  of  the  entire 
tax  system.     The  poor  gain  the  most  from  government  agencies. 
It  is  the  poor  who  fill  the  schools,  jails,  hospitals,  play- 
grounds etc.,  but  the  wealthy  man  pays  most  of  the  bill  to 
support  them.     It  is  granted  that  the  sales  tax  bears  most 
heavily  on  the  poor,  although  this  may  be  partially  relieved 
by  exemption  from  taxes  of  food  and  other  vital  necessities. 
With  the  adoption  of  a  sales  tax  the  poor  would  be  supporting 
the  government  as  well  as  profiting  by  it.     The  sales  tax, 
especially  a  retail  sales  tax,  would  bring  the  question  of 
taxes  constantly  before  the  public.     Here,  there  would  be  no 
opportunity  for  the  amount  of  the  tax  to  get  lost  among  the 
manufacturing,  and  distributing  costs.    A  realization  of  the 
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amount  contributed  would  have  a  salutory  effect  on  all.  The 
comparative  ease  and  economy  of  administering  the  tax  make 
it  especially  attractive  when  one  remembers  the  intricacies 
of  the  income  tax,  and  the  cost  of  checking  the  returns. 
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CHAPTER  IX 

IS  THE  SALES  TAX  DESIRABLE  FOR  THE  UNITED  STATES? 
Opinions  of  Some  Statesmen  and  Economists 

Before  going  into  any  details  as  to  the  workings  of  the 
sales  tax  in  the  United  States,  it  might  be  interesting  to 
read  some  opinions  as  to  the  feasibility  of  the  plan: 

"Many  are  beginning  to  wonder  if  it  would  not  be  wise  to 
supplement  our  system  of  taxation  by  providing  that  a  large 
number  of  people  should  pay  a  small  but  certain  direct  tax. 
The  levies  on  tobacco  and  gasoline  produce  a  very  large  reve- 
nue which  is  not  burdensome  to  the  consumer,     x'he  extension 
of  such  a  system  to  many  other  commodities  would  seem  to  be 
in  complete  harmony  with  the  spirit  of  a  self-governing  peo- 
ple." (1) 

"The  supreme  advantage  of  the  sales  tax  is  that  it  reach- 
es a  large  number  of  people  at  frequent  intervals  and  that 
with  even  a  small  contribution  from  each,  hardly  noticeable 
at  the  time  of  payment,  it  will  in  the  end  amount  to  a  very 
considerable  amount  of  revenue.     Moreover  the  sales  tax  is  cer- 
tain and  definite,  and  touches  the  stream  of  economic  life 

at  the  time  when  money  is  changing  hands  and  it  is  with 

money  that  taxes  must  be  settled."  (2) 

Much  has  been  said  about  the  manufacturing  sales  tax, 
but  I  am  a  little  afraid  that  it  is  not  thoroughly  understood 
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by  the  man  on  the  street,     for  that  reason  I  believe  it  will 
he  helpful  to  cite  some  figures.     Take,  for  example,  the  man 
who  spends  $1,000  a  year;  that  is,  $83  a  month.     I  would  take 
that  to  be  the  expenditure  of  probably  the  average  family 
head  among  the  working  classes  of  this  country.     Studies  in- 
dicate that  $700  of  that  $1,000  is  for  shelter,  food,  cloth- 
ing and  other  things,  which,  under  the  provision  of  the  man- 
ufacturers' sales  tax  bill  were  not  taxable,  leaving  only 
$300  of  his  $1,000  expenditure  to  be  subject  to  sales  taxation. 

"A  sales  tax  such  as  had  been  proposed  would  have  re- 
quired him  to  pay  less  than  ^8  a  year,  and  I  deny  emphati- 
cally that  there  is  such  a  lack  of  patriotism  and  devotion 
to  this  country  at  a  time  like  this  that  any  considerable 
number  of  men  in  position  to  expend  $1,000  a  year  are  unwill- 
ing to  contribute  $8  of  it  to  the  support  of  the  federal  gov- 
ernment." (3) 

"Aside  from  every  other  consideration,  it  would  be  a 
healthy  thing  at  a  time  like  this,  because  it  would  encour- 
age a  great  many  thousands,  if  not  millions,  of  people  to 
study  the  financial  operation  of  their  government,  which  they 
would  surely  do  if  they  were  direct  contributors  to  its  sup- 
port." (4) 

"A  review  of  the  general  sales  tax  levies  in  other  coun- 
tries and  in  our  states  thoroughly  indicates  the  undesirability 
of  a  levy  in  retail  sales  compared  with  a  manufacturers' 
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sales  tax. "  (4 ) 

"It  is  axiomatic  that  the  steadiest  revenue  cones 
from  a  tax  with  the  broadest  base        that  is  to  say  the 
more  individuals  that  are  taxed  and  the  more  articles  to 
which  the  tax  relates,  the  less  will  be  the  fluctuation  of 
the  yield  from  year  to  year.    Most  of  our  income  tax  is  paid 
by  one-half  of  one  per  cent  of  the  population  and  the  tax  is 
not  based  on  the  amount  of  business  they  do  but  on  the  mar- 
ginal profit  they  achieve.     The  inevitable  result  is  that  in 
hard  times  the  yield  from  such  a  tax  dries  up  almost  to  the 
vanishing  point. 

"Sales  taxes  are  not  new.    We  are  paying  them  to-day  on 
high  priced  theatre  tickets,  on  gasoline,  on  tobacco  products, 
on  steamship  tickets  and  on  revolvers.     These  taxes  we  are 
now  paying  range  from  five  per  cent  to  one  hundred  twenty- 
five  per  cent  of  the  sales  price.    My  proposition  is  to  add  all 
of  the  thousands  of  articles  that  enter  into  commerce  and 
subject  them  to  a  similar  sales  tax  of  one-half  of  one  per 
cent.     It  is  not  an  experiment,  for  at  this  minute  in  Canada 
and  in  France  substantially  higher  sales  taxes  are  being 
collected  without  injustice  and  without  complaint. 

"The  first  reaction  of  the  typical  politician  is  that 
this  is  a  proposal  to  tax  the  food  and  clothing  of  the  poor 
and  the  outcry  is  that  it  will  work  a  vast  increase  in  the 
cost  of  living  of  the  ordinary  citizen.     A.  moment's  thought 
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shows  that  this  ia  not  true.     If  a  man  with  an  income  of 
$2000  per  year  spent  every  cent  of  it  for  taxable  articles, 
the  total  tax  which  he  would,  pay  would  be  |l0  per  year  if 
the  rate  were  fixed,  as  I  suggest,  at  one-half  of  one  per 
cent.     Such  a  tax  seems  an  outrage  only  to  those  who  believe 
that  part  of  the  population  has  a  vested  right  to  get  gov- 
ernment for  nothing,    die  should  remember  that  a  person  with 
the  same  income  in  Great  Britain  is  paying  about  $300  a  year 
in  income  taxes. 

"The  yield  to  be  anticipated  from  such  a  tax  as  I  have 
suggested  would  be  about  one  billion  and  a  quarter  annually, 
if  all  retail  sales  were  included,  and  this  yield  would  be 
fairly  constant,  for  even  in  the  hardest  times  the  amount 
of  retail  sales  runs  about  eighty  per  cent  as  much  as  in 
boom  times. 

"The  advantages  to  the  business  community  are  obvious, 
because  every  merchant  knows  each  day  what  his  tax  liabili- 
ty is,  whereas  at  the  present  time,  he  cannot  know  it  until 
his  books  are  made  up  at  the  end  of  the  year."  (5) 

The  opinion  quoted  above  is  prejudiced  and  fails  to  take 
account  of  the  protests  of  the  business  interests  in  Canada. 
The  latter  oppose  the  sales  tax  and  advocate  higher  protec- 
tive tariff  duties  as  a  substitute.     As  stated  elsewhere,  the 
French  industrialists  oppose  variations  in  rates  and  resent 
the  exemption  of  the  peasant. 
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"Judging  from  my  experience  with  the  Retailer's  occup- 
ation tax  in  the  State  of  Illinois,  I  can  freely  state  that 
it  has  been  no  great  hardship  on  the  people  and  that  it  has 
reduced  the  State  General  Property  Tax.    We  have  found  it 
to  be  an  equitable  means  of  distributing  the  tax  burden  in 
Illinois. 

"This  tax  is  easily  administered  and  with  reasonable 
assurance  that  the  State  of  Illinois  is  getting  all  of  the 
revenue  to  which  it  is  entitled."  (6) 

"A.  reduction  of  the  general  demand  for  goods  and  ser- 
vices which  would  result  from  imposing  a  tax  on  sales  to  con- 
sumers would  not  effect  any  marked  change  in  the  consumption 
of  necessities  for  which  there  was  a  relatively  inflexible 
demand.     The  whole  brunt  of  the  reduction  would  fall  on  con- 
sumption of  luxuries,  of  semi-luxur ies . "  (7) 

Here  again,  the  speater  allows  his  enthusiasm  to  hide 
such  obvious  facts  as  the  possible  failure  of  marginal  busi- 
ness at  such  a  time  and  the  decrease  in  volume  of  sales  that 
always  follows  the  imposition  of  a  tax. 

"The  general  sales  tax  is  an  overhead  charge  added  to 
the  cost  and  finally  paid  by  the  consumer.     The  advantages 
of  such  a  sales  tax  are:  (a)  Its  extreme  simplicity  in  assess 
raent  and  collection.     Tax  experts  are  unneccessary ;  audits 
are  avoided;  it  is  not  inquisitional,  no  difficult  questions 
as  to  losses,  depreciation;  it  is  more  easily  allocated. 
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(b)  iSach  taxpayer  automatically  pays  his  own  sales  tax;  it 
is  exact,  scientific  and  equitable;  not  harassing.     It  is 
a  "pay  as  you  go"  plan.     (c)  The  tax  rate  is  lov;  and  uniform: 
gives  greater  productivity,  and  all  goods  are  taxed  alike.  (8) 
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CHAPTER  X 

GEN33AI  SAL3S  TAX  AS  APPLICABLE  TO  THifi  UNITED  STATES 

If  the  United  States  were  to  adopt  some  form  of  sales 
tax,  what  would  he  the  most  desirable  type?    Let  us  consid- 
er the  arguments  stated  by  the  advocates  of  the  general  sales 
tax.     They  claim  that  the  general  3ales  tax  would  be  uniform 
and  treat  all  alike.    The  purpose  of  the  tax  is  to  make  the 
consumer  the  tax-payer.    As  7ay  argues  in  his  book,  "Too 
Much  Government:  Too  Much  Taxation,"  what  can  be  a  fairer 
basis  of  a  person's  ability  to  pay  than  the  amount  of  money 
which  he  spends.     ?irst,  the  tax  is  identical  for  all,  and 
secondly,  the  tax  would  meet  with  less  resistance  than  any 
other  tax.     During  the  depression,  with  economies  inevitable, 
the  payment  of  taxes  seems  more  oppressive  than  in  ordinary 
times.    The  general  sales  tax  does  away  with  all  this.  The 
tax  is  figured  in  as  part  of  the  regular  cost  of  the  article 
purchased,  and  the  customer  is  hardly  aware  of  his  payment 
of  the  tax.    The  reason  for  this  is  that  the  amount  of  a 
general  sales  tax  cannot  be  known  exactly  due  to  the  number 
of  times  the  tax  is  levied  on  the  many  processes  necessary 
for  the  completed  article.     The  experience  in  the  United 
States  has  been  that  if  the  tax  is  thus  hidden  there  will  be 
much  less  objection  to  its  payment.  (1) 


Charles  Norman  Pay  holds  that  the  present  corporation 
taxes  and  also  the  excess  profits  taxes  are  passed  on  to  the 
ultimate  consumer.  (2)    The  general  opinion  is  that  this  is 
not  true,  but  granting  for  the  sake  of  argument  that  the  tax 
is  paid  by  the  final  purchaser,  he  certainly,  has  no  intima- 
tion that  he  is  paying  the  tax  or  of  how  much  the  tax  is  af- 
fecting the  price  of  his  purchase.     They  further  advance  the 
argument  that  the  existing  taxes  are  not  efficient  revenue 
producers  because  of  their  complicated  mechanism  of  adminis- 
tration.    If  the  sales  tax  were  passed  with  exemption,  then 
the  administration  of  the  tax  would  be  worse  than  that  of 
the  income  tax  with  all  of  its  exceptions  granted  to  indiv- 
iduals.    But  with  the  general  sales  tax,  no  such  problems 
would  exist.     In  December,  1931,  $917,000,000  owing  to  the 
government  in  income  taxes  was  tied  up  in  cases  before  the 
treasury  department,  which  was  $300,000,000  more  than  the 
estimated  income  from  the  sales  tax  measure  of  that  year. 
Again,  the  motives  for  the  evasion  of  the  sales  tax  would 
not  be  as  personal  as  is  the  case  for  the  income  tax.  The 
person  filing  the  income  tax  must  pay  the  levy  from  his  own 
pocket-book:,  but  the  person  keeping  the  records,,  if  the  tax 
is  s} ifted,  is  only  recording  what  someone  else  will  pay. 
The  tax  base  is  much  simpler  for  the  sales  tax  than  for  the 
income  tax.     Since  the  determining  of  what  is  the  actual 
basis  of  an  income  tax  has  been  the  subject  of  many  court 
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debates,  and  the  final  decision  the  result  of  the  arguments 
of  the  more  skillful  lawyer,  the  average  citizen  can  be  ex- 
cused in  his  misunderstanding  of  the  intricacies  of  the  in- 
come tax  law.    Again,  the  person  paying  the  tax  doesn't  know 
for  a  number  of  years  whether  he  has  been  correct  in  his  ex- 
timates  or  not,  as  the  federal  government  is  always  many 
years  in  arrears  in  the  examination  of  the  income  tax  re- 
turns.    In  the  case  of  the  general  sales  tax,  no  such  con- 
dition would  exist.    The  basis  of  the  tax  is  all  transactions 
and  the  computation  should  be  simplicity  itself,     Fewer  re- 
turns would  be  required  under  the  sales  tax  than  that  of  the 
income  tax.     It  is  obvious  that  there  are  fewer  persons  manu- 
facturing or  distributing  goods  than  there  are  persons  liable 
for  the  income  tax.     "Under  a  general  sales  tax,  reports  would 
be  made  only  by  business  concerns;  while  under  a  general  net 
income  tax,  reports  are  made  by  individuals  as  well  as  by  bus- 
iness concerns."  (3)    Farmers  are  not  included.  Therefore, 
the  clerical  angle  of  administration  would  be  much  simpler 
under  the  sales  tax.    Also,  the  basis  of  taxation  would  be 
much  wider  under  the  sales  tax  than  under  the  income  tax. 

The  majority  of  people  do  not  pay  an  income  tax,  but 
everybody  would  pay  a  sales  tax.     The  wider  the  basis  of  tax- 
ation, the  more  steady  and  certain  is  the  income.     It  is  in- 
teresting to  note,,  that  during  the  depression  the  tax  hav- 
ing the  least  variation  from  its  yield  during  normal  times 
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was  the  tobacco  excises.     Before  1932,  the  federal  Income 
was  gained  from  the  four  following  sources:  Corporation 
Income  Taxes,  Personal  Income  Taxes,  Customs  Duties,  and 
Tobacco  Taxes.     These  four  constituted  ninety-five  per 
cent  of  the  government  revenue.     By  1933,  they  had  shrunk 
to  only  two-fifths  of  the  former  value,  constituting  seven- 
ty-five per  cent  of  all  taxes  collected.  Approximately 
£400,000,000  was  collected  in  that  year  from  the  tobacco 
taxes.   (4)    The  income-taxes  had  shrunk  to  one-third  of  their 
former  value.    The  Revenue  Act  of  1932,  was  passed  to  com- 
pensate for  this  loss.     The  Act  consisted  of  a  Manufactur- 
ers' excise  tax  on  thirty-two  items,  varying  from  matches 
to  gasoline.  (5) 

Those  championing  the  tax  claimed  that  it  would  stim- 
ulate business.     Business  has  been  artificially  stimulated 
by  the  RFC,  H01C,  etc.,  but  the  effect  of  these  agencies 
has  been  only  temporary  and  not  permanently  helpful.  The 
credit  of  the  government  TJith  a  sufficient  revenue  to  bal- 
ance the  budget,  would  give  business  the  courage  to  expand. 
The  stultifying  effect  of  unsound  government  expenses  with- 
out sufficient  revenue  to  meet  them  on  business,  during 
the  depression,  needs  no  comment.    With  a  deficit  piling  up 
and  the  prospect  of  furthur  devaluation  of  the  dollar,  no 
business  can  safely  increase  its  liabilities. 

The  sales  tax  would  be  highly  productive  of  revenue. 
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Even  the  most  bitter  opponents  of  the  measure  concede  this 
advantage.     The  volume  of  sales  declines  surprisingly  lit- 
tle during  periods  of  depression,  and  the  return  from  the  tax 
is  as  certain  as  anything  can  be. 

The  tax  would  be  easy  to  administer.     ihe  types  of  ad- 
ministration are  mentioned  elsewhere.     The  chief  points  to 
be  considered  here  are  the  inconspicuousness  of  the  tax,  and 
the  definiteness  of  the  base. 

The  final  argument  offered  by  those  favoring  the  plan 
is  that  it  has  operated  successfully  in  other  countries. 
Over  thirty  countries  have  adopted  the  plan  and  only  two  or 
three  have  repealed  it  after  its  adoption. 

'The  remarks  of  ilr.  Bloomfield  are  valuable  in  this  con- 
nection : 

"If  the  general  sales  tax  has  the  grave  fault  of  being 
unfair  in  its  burdens  on  buyers  and  sellers,  if  this  tax 
harmfully  and  inequitably  taxes  consumers'  purchasing  power, 
and  if  it  spreads  grossly  unequal  burdens  over  the  business 
world,  and  meddles  with  the  working  of  economic  forces,  there 
must  be  some  powerful  factor  compelling  its  wide  usage  at 
the  present  time.     The  feature  of  the  general  sales  tax  which 
has  won  favor  in  the  eyes  of  the  nations  is  its  rich  pro- 
ductivity.    It  is  practicable  of  administration  where  the 
public  must  or  will  endure  such  a  tax.     Gross  sales  are  much 
easier  to  define,  for  taxation  purposes,  than  net  income. 
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The  income  tax,  on  the  other  hand,  is  ideal  in  its  justice, 
but  so  far  has  been  a  tax  which  is  difficult  to  collect  effi- 
ciently." (6 

nhe  opponents  of  the  sales  tax  claim  that  it  is  unfair 
to  business.    No  thought  is  taken  as  to  the  types  of  busi- 
nesses to  be  taxed.     Some  concerns  have  a  large  turnover  and 

a  small  profit  for  example,  the  f ive-and-ten-cent  stores. 

These  stores  would  have  to  pay  at  the  same  rate  as  the  store 
with  a  lighter  turnover  but  with  a  higher  profit.  Certain 
inherent  characteristics  exist  in  stores  that  make  it  impos- 
sible for  them  to  increase  materially,  either  the  bulk:  of 
transaction,  or  the  rate  of  profit.     That  this  is  not  always 
the  case,  is  evident  in  lir .  lord's  principle  of  lowering  the 
price  of  a  commodity,  previously  believed  restricted  in  de- 
mand, exacting  a  smaller  profit,  and  gaining  enormously  by 
it.     -^his  was  the  exception.     The  usual  thing  being  for 
business  to  maintain  a  steady  demand  and  profit  on  a  given 
article.     The  present  burden  on  business  concerns  can  be 
understood  by  quoting  from  a  recent  magazine  article: 

"The  Consolidated  Gas  Co.  of  New  York  was  earning  $6.50 
per  share  gross  on  its  common  stock,  paying  at  the  rate  of 
pi  a  share  to  its  common  stockholders  while  paying  in  taxes 
£4.50  per  common  share,  Swift  and  Co.s1  annual  report  shows 
4:3,058,326  for  income  taxes  alone;  for  dividends  ^2, 948, 605. 

Under  such  circumstances  it  is  small  wonder  that  business  

any  business,  large  or  small  is  worried. 
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"A  compilation  of  the  reports  of  ninety  corporations 
recently  made,  show  that  they  are  paying  from  a  minimum  of 
seven  to  a  maximum  of  one  hundred  and  seventeen  separate 
types  of  taxes;  and  that  the  number  of  governmental  agencies 
collecting  such  taxes  range  from  a  minimum  of  six  to  a  max- 
imum of  seven  thousand,  three  hundred  and  fifty.     In  the  lat- 
ter case,  the  federal  Government,  thirty-eight  state  govern- 
ments, one  thousand,  five  hundred  and  seventy-nine  county  gov- 
ernments, three  thousand,  eight  hundred  and  ninety-three 
cities,  boroughs  and  townships,  and  one  thousand,  eight  hun- 
dred and  thirty-nine  school  districts  comprise  the  taxing 
agencies."  (7)    Corporations  may  be  "creatures  of  law"  for  a 
public  purpose,  but  if  the  investors  are  taxed  out  of  their 
profits  the  corporations  will  cease  to  exist. 

When  the  business  man  is  threatened  with  even  further 
taxation,  the  wonder  is,  that  any  man  has  sufficient  cour- 
age to  continue  in  business  to  say  nothing  of  his  temerity 
in  embarking  on  a  new  enterprise.     Janiel  Bloomfield  says  in 
this  connection: 

"The  great  injustice  of  the  tax  is  that  it  falls  upon 
the  concerns  making  no  profit  at  all  with  the  same  force 
that  it  hits  more  favorably  situated  enterprises.  This 
feature  has  been  defended  by  the  Governor  of  West  Virginia 
on  the  plea  that  it  does  not  tax  efficiency.     To  the  extent, 
however,  that  the  tax  is  not  shifted  it  must  be  paid  out 


of  profits.     If  there  are  none,  the  tax  may  force  the  un- 
fortunate concern  out  of  existence.    A  business  making  no 
profits  cannot  long  continue  to  pay  the  tax  and  exist.  In 
spite  of  the  Governor's  assertion,  moreover,  the  tax  may 
serve  to  penalize  efficiency  in  the  case  of  those  concerns 
where  the  turnover  is  large  and  unit  profits  low."  (8) 

Again,  in  the  case  of  low-priced  standardized  articles 
such  as  found  in  the  "f ive-and-ten, "  the  shifting  of  the 
tax  is  not  possible  and  still  retain  an  even  price  for  the 
article.    Perhaps  by  shrewder  buying,  it  might  be  possible 
to  obtain  the  article  at  a  low  enough  price  to  pass  the 
tax  to  the  consumer,  and  still  maintain  an  even  price  such 
as  five  cents  or  ten  cents  for  the  article,  but  considerabl 
time  would  be  necessary  to  do  this,  and  in  the  meantime  bus 
iness  would  suffer,    furthermore,  shrewder  buying  might  in- 
volve added  expense  making  it  impossible  to  pass  the  tax. 

Unjust  discrimination  is  made  in  favor  of  the  well  in- 
tegrated concerns  at  the  expense  of  the  others.  In  support 
of  this  theory,  Buehler  cites  the  following  data:  (9) 


Article 


Taxable  stages 


Per  cent  a  tax 
at  l/o  adds 
to  retail  price 


Sugar  4 

Bread  3 

Peef  3 

Pork  3 

£40  suit  of  men's  clothing  7 

§7  pair  of  men's  shoes  6 

4)35.10  cord  tire  11 
Taffeta  silk  retailing  at 


$£.£5  a  yard  4 


3.44 
2.00 
2.25 
1.87 
2.34 
3.30 
3.30 


2.00 
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In  observing  these  figures,  the  unequal  application  of 
the  tax  can  be  seen.  Another  instance  of  this  same  injust- 
ice is  cited  by  Frederick  A.  Smith.     It  follows: 

"A  federal  tax  on  sales  would  be  inequitable  if  it  were 
levied  on  the  sales  of  all  companies.    for  example,  such  a 
vertical  combination  as  the  Anaconda  Copper  Company,  which 
carries  the  fabrication  of  its  products  all  the  v/ay  from  the 
ore  to  the  sale  of  the  finished  product  to  the  consumer, 
would  have  only  a  single  tax  to  pay  --  that  on  the  final 
sale  of  the  product.     A.  less  well-integrated  operator  would 
have  to  pay  a  pyramided  tax.    That  is,  there  would  be  a  tax 
on  the  aale  of  ore  to  the  smelter,  on  the  copper  when  sold 
to  the  rolling  mill,  and  so  on.     There  might  be  a  dozen  tran- 
sactions. The  pyramided  tax  would  have  to  come  out  of  the 
final  selling  price,  which  would  put  the  company  at  a  price 
disadvantage  when  competing  with  a  well-integrated  competitor 
or,  if  the  price  were  made  equal,  the  difference  in  tax 
would  come  out  of  profits.    A  tax  which  favored  big  mergers 
at  the  expense  of  their  small  competitors  would  be  not  only 
unjust  but  dangerous."  (10) 

The  second  argument  advanced  by  the  opponents  of  the 
tax  is  that  it  is  unfair  to  the  consumers.    A  valuable 
classification  of  families  according  to  income,  has  been 
compiled  by  Samuel  O.Dunn.     These  figures  are  based  on  the 
statistics  of  1929,  the  last  ones  available.     In  the  low- 
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est  group,  "Subsistence  and.  Poverty  Group",  there  were 
11,653,000  families  with  an  income  under  $1500;  in  the 
second  group,  "Minimum  Comfort  Group",  there  were  9,893,000 
families  with  an  income  from  {51500  to  $3000.    These  first 
two  groups  spent  more  than  seventy-per  cent  of  their  in- 
come for  consumers  goods  and  services.     In  the  third  group, 
"Moderate  Circumstances  Group",  there  were  3,672,000  fam- 
ilies with  an  income  of  $3000  to  $5000.    This  third  group 
spent  a  larger  aggregate  than  the  first  two  groups  togeth- 
er.    In  the  fourth  group,  "Comfortable  Group",  there  were 
1,625,000  families  with  an  income  of  $5000  to  $10,000. 
The  fifth  group,  "Well-to-do  Group",  had  an  income  vary- 
ing from  $10,000  to  $25,000.    As  the  income  of  the  divisions 
increases,  the  per  cent  of  income  spent  decreases  enormous- 
ly, the  wealthiest  paying  between  one  and  tY<o  per  cent  of 
their  income  for  taxes.    The  sixth  group,  "wealthy  Group", 
had  an  income  more  than  $25,000.     The  highly  regressive 
nature  of  the  tax  must  be  apparent  since  the  poor  man  bears 
a  tax  burden  sixty  times  as  heavy  as  the  rich  man.  (11) 

Someone  has  said  that  the  general  sales  tax  is  not  lev- 
ied according  to  ability  to  pay  but  according  to  inability. 
Llabel  1. Walker  has  called  it  an  "upside-down-income-tax", 
and  a  tax  based  upon  "inability  to  resist  rather  than  abil- 
ity to  pay  taxes".  (12)    After  all,  while  the  quality  of  the 
food  we  buy,  the  clothes  we  wear,  the  homes  where  we  live, 
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nay  vary,  the  total  amount  paid  for  such  necessities  is  lim- 
ited whether  the  income  is  large  or  small.     The  poor  man  has 
t&  pay  out  most  of  his  salary  in  the  bare  necessities  of  life, 
while  the  wealthy  man's  proportionate  expenditure  in  these 
is  negligible.    Even  when  food  is  exempted  from  those  arti- 
cles bearing  the  sales  tax,  the  poor  man  still  bears  a  bur- 
den, which,  when  compared  to  that  of  the  wealthy,  is  in  the 
ratio  of  thirty-four  to  one,  (13)    A  sales  tax  on  goods  will 
result  in  one  of  two  things  for  the  people  in  the  lower  brack- 
ets.    Either  the  quality  of  goods  bought  will  be  poorer,  or 
else  less  of  the  goods  and  services  will  be  bought.  This 
usually  means  that  either  medical  care  or  proper  food  is  den- 
ied.   The  purchasing  power  is  automatically  lessened  and 
proves  of  as  great  disadvantage  to  the  producer  as  to  the 
consumer. 

The  opponents  of  the  measure  claim  that  it  would  be  ex- 
pensive to  administer.     Quoting  from  the  Congressional  Re- 
cord of  Llarch  18,  1932,  in  regard  to  the  operation  of  the 
tax  in  Canada : 

"After  twelve  years  there,  the  rulings  are  unsatisfac- 
tory and  much  confusion  and  complexity  exists.    Canada  has 
only  10,000,000  people,  living  for  the  most  part  in  rural 
communities  and  leading  a  quiet,  contented  and  passive  life. 
If  after  all  these  years  their  system  is  unsatisfactory  and 
confused,  what  would  we  have  here  in  this  country  with  our 
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120,000,000  of  bustling,  rushing,   jostling,  ultra-ambit ious 
and  intensely  active  people  with  all  our  complex  industrial, 
commercial,  agricultural,  and  financial  organizations  and 
activities? 

"If  established  in  this  country,  this  system  will  take 
a  commissioner  with  a  number  of  deputies  and  assistants  to 
formulate  and  promulgate  the  rules  and  regulations  for  its 
operation;  it  will  take  a  staff  of  judges  and  lawyers  to  in- 
terpret such  regulations  and  determine  their  application; 
and  it  will  take  a  veritable  army  of  clerks,  stenographers, 
accountants,  auditors,  registrars,  inspectors,  investigat- 
ors, and  collectors  to  inspect  and  audit  the  books  and  col- 
lect the  taxes."  (14) 

In  France  difficulty  was  experienced  in  distinguishing 
between  a  buyer  and  a  vseller. 

As  a  final  argument  against  the  tax,  its  opponents  cite 
the  organized  opposition  against  it.     The  National  Grange 
gave  the  following  opinion  against  it  in  1921: 

"rlesolved  that  we  are  opposed  to  the  introduction  of 
any  new  principle  of  taxation  variously  known  as  a  sales  tax, 
consumption  tax,  manufacturers1  tax,  or  turnover  tax,  in  any 
form,  by  any  name,  and  consider  the  effort  to  enact  it  into 
law  indefensible,  wrong  in  principle  and  designed  to  shift 
the  burden  of  taxation  from  those  most  able  to  pay  and  who 
receive  the  greatest  benefits  to  the  shoulders  of  those 
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least  able  to  pay  and  who  receive  the  least  benefit  from 
government . "  (15) 

The  General  Welfare  Pax  league  expressed  itself  as 
follows:     "A  general  sales  tax  is  detrimental  to  business 
as  it  tends  to  eliminate  the  middleman  by  encouraging  the 
growth  of  large,  multiple-process  establishments  at  the  ex- 
pense of  smaller  concerns. 

"A  highly  integrated  concern  which  carries  on  all  the 
steps  of  manufacture  from  raw  material  to  finished  goods 
would  pay  only  one  tax  upon  its  final  product,  but  where  a 
similar  product  is  manufactured  by  small  concerns,  each  of 
which  concentrates  on  one  process,  the  tax  is  generally 
pyramided,  or  repeated  for  each  concern,  so  that  the  final 
price  is  much  higher  than  that  of  the  large  industry  pro- 
duct.    In  this  way  the  tax  favors  the  large  multiple-proc- 
ess concern  at  the  expense  of  the  smaller,  single-process 
establishments . "  ( 16 ) 

Jr.  Paul  H.  Nystrom,  representing  the  National  detail 
Jry  Goods  Association  spolce  as  follows: 

"Sales  taxes  bear  very  little,  if  any  relationship  to 
the  ability  to  pay.     Such  a  tax  falls  heaviest  upon  those 
whose  purchases  are  highest  in  proportion  to  their  incomes. 
This  means  that  sales  taxes  bear  heaviest  on  consumers 
whose  incomes  are  lowest.    A  sales  tax  even  levies  tribute 
on  those  who  have  no  incomes  or  earnings  of  their  own  and 


who  must  therefore  be  supported  by  charity  or  doles.  A 
sales  tax  is  a  burden  placed  upon  consumption  and  as  such 
constitutes  a  retarding  influence  on  retail  sales  and, 
indirectly,  upon  all  business.     It  is  both  socially  and 
economically  unsound."  (17) 
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CHAPTER  XI 
MANUFACTURERS 1  ,  AND  RETAIL  SALES  TAXES 

The  Manufacturers'  sales  tax  has  been  proposed  as  a 
more  desirable  form  of  taxation  than  that  of  the  general 
sales  tax.     It  is  advocated  as  being  a  painless  form  of  tax- 
ation.    It  is  true  that  the  manufacturer  would  suffer  to 
some  extent  as  the  higher  price  containing  the  tax  v/ould  re- 
strict the  demand.     On  the  other  hand,  one  scarcely  real- 
izes he  is  paying  the  tax,  it  being  added  to  the  cost  of 
production,  included  in  the  final  price,  and  gets  paid  with 
little  objection.    Llore  people  share  in  the  payment  of  the 
tax  than  under  the  other  forms  of  taxation. 

The  tax  is  easy  to  collect,  the  number  of  manufacturers 
being,  obviously,  less  than  the  number  of  consumers.  Ade- 
quate records  are  already  kept  by  well-organized  concerns. 
These  would  be  sufficient  for  the  reckoning  of  tax  returns. 

The  tax  would  yield  the  government  a  large  sum  of 
money.    That  proposed  in  1932,  estimated  that  at  one  per 
cent,  the  revenue  would  be  $5190,000,000;  at  one  and  one- 
half  per  cent,  $287,000,000;  and  at  one  and  three-quarters 
per  cent  it  would  be  $380,000,000. 

Those  opposing  the  tax  claim  that  it  is  just  as  un- 
desirable as  the  general  sales  tax.     They  believe  that  an 
increase  would  be  added  to  the  cost  of  the  article  greater 
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than  the  cost  of  the  tax.     That  this  might  honestly  be 
necessary  is  explained  elsewhere  in  this  study.     To  sum- 
marize briefly,  unless  the  demand  were  inelastic,  the  manu- 
facturer would  lose  part  of  his  trade.     The  cost  of  the 
article  depends  on  the  quantity  produced.     Therefore,  a 
variable  demand  and  supply  would  mean  a  change  in  the  pro- 
duction costs,  and  the  new  price  might  be  either  more  or 
less  than  the  old  price  plus  the  tax.     The  claim  is  some- 
times made,  that  the  new  price  would  be  more  than  the  old 
price  plus  the  tax.     This  refers  to  the  tendency  of  those 
handling  the  goods  to  pass  along,  not  only  the  tax,  but 
also  to  include  a  little  profit  for  themselves. 

Another  argument  against  the  tax  is  the  steady  opposi- 
tion that  has  been  marshalled  against  all  previous  attempts 
to  have  such  a  measure  passed.    All  bills  containing  such 
measures  have  been  decisively  defeated  in  Congress. 

detail  Sales  Tax 
Many  of  the  same  arguments  favoring  the  general  sales 
tax,  and  the  manufacturers'  sales  tax  are  also  offered  for 
the  retail  sales  tax.    This  would  be  a  form  of  direct  tax- 
ation as  distinguished  from  the  other  two.     One  advantage  of 
this  would  be  to  make  the  people  more  tax  conscious.  One 
of  the  chief  reasons  why  taxation  has  so  increased  in  the 
United  States  has  been  the  indifference  of  the  people  to  the 
expenditures  of  government.     If  they  pay  a  retail  tax  on 
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every  article  they  buy,  the  consciousness  on  their  part  in 
paying  for  government  maintenance,  and  projects  may  secure 
a  greater  interest  in  government,  and  cause  them  to  hold 
elected  representatives  and  senators  to  a  more  strict  account 
in  their  voting.    Due  to  publicity  in  gasoline  taxes,  such 
as  giving  the  price  of  gas  and  tax  separately  at  all  gas 
stands,  the  public  has  become  much  more  resentful  of  their 
share  in  paying  the  tax  and  much  more  interested  in  general 
expenditures.     If  this  same  procedure  could  be  carried  out 
in  regard  to  all  retail  taxes,  some  definite  movement  might 
be  started  to  cut  down  government  waste  and  extravagance. 
Before  the  government  embarked  on  its  policy  of  wild  spend- 
ing, we  were  informed,  conservatively,  that  forty  cents  out 
of  every  dollar  of  the  tax-payers  money  was  wasted.     If  that 
was  the  per  cent  of  waste  before,  the  question  is  not  how 
much  of  the  taxpayers  dollar  is  wasted,  but  how  much  of  it 
is  put  to  good  use.     To  quote  from  the  Magazine  of  Wall 
Street : 

"The  present  Administration  went  into  power  on  a  pledge 
to  reduce  the  cost  of  government  twenty-five  per  cent. 
The  'new  broom1  made  the  gesture  of  a  clean  sweep  by  pay 
cuts  among  clerks  and  bureaucrats  and  reduced  benefits  to 
veterans.     But  since  then  even  these  minor  savings  have 
been  steadily  whittled  away  and  costs  have  risen  by  adding 
greatly  to  the  personnel.    At  the  same  time  the  so-called 
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emergency  spending  has  been  increased  to  heights  undreamed 
of  during  the  last  national  campaign  and  has  become  so  hab- 
itual as,  for  all  practical  purposes,  to  be  part  of  the 
'regular'  Federal  budget."  (1) 

The  retail  sales  tax  would  be  extremely  lucrative  since 
expenditures  are  fairly  constant.     The  tax  has  been  used  ex- 
tensively by  some  of  the  states  in  recent  years,  the  fig- 
ures available  are  from  those  sources.     Hew  York  collected 
$£,000,000  monthly;  in  Illinois,  the  annual  yield  was  about 
$32,000,000;  in  Indiana,  for  three  months  the  yield  was 
$4, £22, 010. 42;  in  Michigan,  for  five  months  the  yield  was 
$13,254,531.60.  (2) 

The  tax  is  easy  to  collect  and  administer.     Since  the 
tax  is  levied  on  all  retail  sales,  no  difficulty  is  found 
in  determining  the  base  of  the  tax;  no  complicated  records 
are  necessary  for  determining  the  gross  amount  on  which  the 
tax  must  be  laid.    The  cost  of  collection  in  the  several 
states  varied  from  five  per  cent  to  fifteen  per  cent.  (3) 

All  the  arguments  applied  against  the  general  sales  tax 
may  also  be  claimed  for  the  retail  sales  tax.     It  is  even 
more  regressive  in  application  than  the  general  sales  tax. 
"Eighty-four  per  cent  of  the  purchases  of  goods  and  services 
in  the  United  States  are  made  by  consumers  with  incomes  of 
less  than  $5,000,  and  sixty  per  cent  are  made  by  those  re- 
ceiving less  than  ;|  2,000  per  annum."  (4) 
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The  retail  sales  tax  is  against  all  the  former  prin- 
ciples of  American  taxation,     luxuries  would  bear  the  same 
rate  of  taxation  as  necessities,  which  is  vicious  class  leg- 
islation.    Buying  power  would  he  cut  down  and  business 
would  suffer.    No  decrease  in  other  government  taxes  would 
result.     The  temptation  of  Congress  to  spend  the  tax -payers' 
money  seems  to  be  beyond  resistance.     The  resulting  burden 
from  a  retail  sales  tax  would  not  lighten  in  any  way  the 
existing  burden  of  other  taxes.    iSxperience  shows  that  new 
ways  of  raising  money  do  not  mean  the  discarding  of  old 
methods,  but  instead  the  finding  of  new  ways  to  spend  the 
money.     T!ere,  again,  various  organizations  are  united 
against  the  passage  of  such  a  bill.     Jhe  United  States 
Chamber  of  Commerce  says:     ".e  oppose  such  taxes  as  undesir- 
able from  the  point  of  view  of  administration,  as  unfair  in 
both  their  direct  and  indirect  effects  upon  business  enter- 
prises, and  as  contrary  to  the  interests  of  the  public  in 
sound  principles  of  taxation."  (5) 
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CHAPTifiS  XII 
SALiSS  TAX  UNSATISFACTORY  FOR  STATiSS 

The  rapid  adoption  by  various  states  of  the  sales  tax 
raised  the  question  as  to  who  should  levy  such  a  tax.  Should 
it  be  a  natural  prerogative  of  the  Federal  government  or 
should  it  be  a  method  of  taxation  reserved  for  the  states? 
Joint  use  of  the  tax  is  unthinkable.    Any  inequalities  in  the 
tax  would  only  be  doubled  if  used  by  both  the  Federal  and 
state  governments.     History  shows  the  unfairness  of  such 
joint  practice.     One  of  the  chief  criticisms  of  the  sales 
tax  in  Mexico  is  the  heavy  burden  imposed  on  the  people  be- 
cause of  Federal,  state  and  local  use  of  the  tax.     In  order 
for  the  tax  to  be  successful  as  a  means  of  producing  revenue, 
the  rate  must  be  high  enough  to  justify  its  use.    When  this 
rate  is  doubled  because  of  use  by  two  agencies,  the  tax  is 
unbearable. 

The  general  public  accepts  the  right  of  the  National 
government  as  being  prior  to  that  of  the  state  in  matters  of 
taxation.     This  power  of  taxation  was  the  chief  point  of  dis- 
tinction between  our  present  government  and  that  existing 
under  the  Articles  of  Confederation.     The  interpretation  of 
our  Federal  constitution  has  always  favored  the  national 
government  from  the  time  of  Chief  Justice  Marshall  to  the 
time  of  Chief  Justice  Highes. 
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Certain  legal  restrictions  are  placed  on  the  states,  in 
levying  the  sales  tax.    To  quote  from  the  Analytical  Survey 
on  Tax  Revision: 

"A  state  cannot  levy  a  tax  upon  interstate  commerce  in 
any  form.     This  is  the  general  rule  of  constitutional  law. 
But  where  a  corporation  or  person  does  interstate  and  intra- 
state business  the  states  may  levy  a  sales  or  other  tax  upon 
the  intra-state  portion.     The  real  question  then  is  a  matter 
of  dividing  up  and  ascertaining  the  two  portions  of  the  bus- 
iness done.     One  method  is  to  measure  the  intrastate  business 
by  gross  sales  inside  the  state.    The  law  on  the  subject  is 
new  and  confusing  and  further  decisions  of  the  United  States 
Supreme  Court  must  be  awaited  for  its  clarification."  (1) 

Again,  from  the  same  source:     "The  states  are  free  to 
levy  sales  taxes  as  they  wish  so  long  as  classification  of 
rates  is  reasonable,  and  so  far  as  the  tax  does  not  constitute 
a  burden  on,  or  interfere  with  interstate  commerce."  (2) 

The  federal  government  under  our  present  administration 
is  assuming  duties  previously  allocated  to  the  state.  The 
chief  of  these  is  the  support  of  the  unemployed.  Property 
tax  rates  would  be  confiscatory  in  effect,  if  the  states 
were  caring  for  their  idle,     federal  aid  is  being  granted  to 
aid  schools,  to  build  roads,  to  dredge  harbors,  etc.     If  the 
people  accept  the  administration  of  such  functions  from  the 
federal  government,  they  should  grant  to  that  government  pow- 
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er  to  collect  money  for  their  payment.     The  trend  toward  cen- 
tral government  and  a  centralized  revenue  system  is  seen  in 
the  following  quotation: 

"The  tax  system  should  rest  upon  a  diversified  base,  the 
net  operative  effect  of  which  should  be  taxation  under  the 
principle  of  progression  or  ability  to  pay.     Svery  tax  need 
not  be  on  the  basis  of  individual  faculty,  as  benefit  charges 
should  be  freely  incorporated  in  the  system.     The  revenue  sys 
tem  should  be  under  the  control  of  a  single  governmental 

unit  the  national  government  so  as  to  secure  uniformity 

of  laws  administration  and  burdens,  and  to  make  possible 
effective  adjustment  of  tax  loads  as  changing  economic  con- 
ditions and  governmental  needs  may  require.     The  administra- 
tion of  such  a  system  should  be  centralized,  or  located  where 
maximum  efficiency  can  be  secured.     The  revenue  receipts  pro- 
duced by  the  system  should  be  shared  with  all  governmental 
units  in  such  proportions  and  amounts  as  to  maximize  the 
social  unity  of  government."  (3) 

Whether  or  not  such  an  ideal  can  be  effected,  the  fact 
remains  that  while  our  government  is  becoming  socialistic 
and  almost  paternalistic  in  form,  as  it  is  at  present,  it 
must  be  granted  exclusive  rights  for  collecting  certain  types 
of  taxes.     The  sales  tax  is  one  of  these. 

let  us  consider  what  happens  when  the  states  employ  the 
sales  tax.    West  Virginia  was  one  of  the  pioneer  states  in 
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the  use  of  this  tax.     Due  to  the  legal  disputes  as  to  some 
of  the  other  forms  of  taxes  employed  by  the  state,  at  that 
time,  West  Virginia  resorted  to  the  gross  sales  tax  as  the 
least  undesirable  form  of  taxation.    A  dispute  immediately 
arose  as  to  the  legality  of  the  gross  sales  tax.     In  a  deci- 
sion handed  down  by  the  United  States  Supreme  Court,  the  tax 
was  declared  constitutional.    The  tax  law  of  1921,  levied 
" . . . .  gross  sales  tax  on  all  sales    industrial,  commer- 
cial and  casual           as  well  as  on  extractive  production."  (4) 

The  tax  levied  progressive  rates  on  the  basic  gross  receipts. 
The  purpose  of  the  varying  rates  was  intended  to  offset 

the  differing  ratios  of  net  profits  to  turnover  of  the  var- 
ious types  of  concerns  and  so  approximate  the  burden  of  the 
gross  sales  tax  to  that  of  a  net  profit  tax."  (5) 

Returns  were  to  be  made  yearly  if  the  gross  sales  were 
under  |>60,000.     quarterly  returns  were  required  if  the  gross 
sales  were  over  that  amount. 

In  1925,  the  tax  was  amended  with  the  rates  becoming 
higher  and  much  more  complicated.    The  scope  of  the  tax  was 
narrowed.    The  expected  increase  in  yield  under  the  new 
rates  failed  to  materialize.    The  annual  yield  under  the 
1921  rates  had  been  between  $2,500,000  and  #3,000,000, 
The  1925  rates  brought  a  yield  of  $4,076,100.  (6) 

All  returns  are  made  quarterly  under  the  new  law. 
Manufacturers  pay  a  rate  of  .21  per  cent,  whether  the  goods 
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are  delivered  within  or  without  the  state.     Business  inter- 
ests resent  the  tax  and  feel  that  they  are  being  unjustly 
taxed.     "Prom  the  state's  point  of  view,  it  has  the  doubt- 
ful advantage  of  making  industries  pay  whether  their  year's 
operation  shows  a  profit  or  loss."  (7) 

Connecticut,  in  19£1,  levied  a  privilege  tax  on  unin- 
corporated manufacturing  and  mercantile  concerns.     She  re- 
sorted to  the  tax  in  order  to  reach  the  unincorporated  firms. 
The  rates  are  0.1  per  cent  to  O.Zo  per  cent  on  gross  in- 
come.   A  minimum  rate  of  $5  is  levied  if  the  firm  is  oper- 
ating at  a  loss.     The  yield  from  the  tax  is  between  ^500,000 
and  $600,000  a  year.  (8) 

Kentucky  levied  her  retail  sales  tax  in  order  to  cripple 
the  chain  stores.     A.t  first,  the  tax  was  openly  a  measure  di- 
rected against  the  chain  stores,  but  when  this  tax  was  de- 
clared unconstitutional,  it  was  amended  to  apply  to  all 
stores.     With  graduated  rates,  Kentucky  was  able  to  discrim- 
inate against  the  chain  stores.     "The  rate  ranges  from  one- 
twentieth  of  one  per  cent  for  stores  doing  business  of 
$400,000  annually,  but  not  over  $500,000,  to  an  even  one  per 
cent  for  stores  doing  a  gross  annual  business  of  $1,000,000 
or  more."  (9)    No  records  are  available  as  to  the  success  of 
the  tax. 

Pennsylvania  levied  a  Mercantile  license  Tax,  applying 
to  wholesale  and  retail  merchants.    The  tax  was  levied  on: 
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"....individuals,  firms,  corporations  and  all  other  vendors 
of  goods,  wares,  and  merchandise."  (10) 

The  tax  was  self -assessed, but  was  checked  by  "mercantile 
appraisers."     This  method  of  administration  led  to  a  large 
number  of  court  cases  and  increased  the  cost  of  administra- 
tion.   The  average  annual  yield  was  about  £3, 800, 000.  This 
represents  3.6  per  cent  of  the  state  government's  total 
revenue.     The  cost  of  administration  varies  from  7.8  per 
cent  to  11.3  per  cent.  (11) 

Mississippi  levied  a  gross  receipts  tax  as  a  temporary 
measure  when  her  gross  income  tax  was  revised.     2he  tax 
was  based  on  gross  sales  and  the  rates  varied  to  secure  an 
even  burden  of  taxation.     Sales  of  general  goods  were  taxed 
at  retail  at  two  per  cent,  sales  of  real  or  personal  tangi- 
ble property  were  taxed  at  two  per  cent,  stocks  and  bonds 
were  exempt,  public  utilities  were  taxed  at  two  per  cent, 
gas  and  electricity  produced  for  industrial  purposes  were 
favored  by  a  one  per  cent  rate,  manufacturers  paid  at  the 
rate  of  one  per  cent,  producers  of  natural  gas  paid  at  the 
rate  of  two  and  one-half  per  cent,  professions  and  trades 
paid  a  tax  of  two  per  cent  on  gross  income  above  £1200  a 
year.    Returns  were  made  quarterly,  and  administration  was 
in  the  hands  of  the  State  Tax  Commissioner.  (12)  Returns 
for  eight  months.  May  1,  1932,  to  December  31,  1932,  were 
| 1,398,621,  and  the  cost  of  administration  was  about  3.8 
per  cent.  (13) 
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Since  over  forty  states  have  adopted  the  sales  tax  in 
some  form,  the  number  of  possible  illustrations  would  be 
endless.    A  careful  study  of  the  sales  taxes  in  these  states 
reveals  certain  faults,    ^irst,  the  taxes  are  apt  to  be 
adopted  in  haste  and  without  adequate  consideration  of  all 
phases  of  the  tax  bill.     The  almost  immediate  need  of  re- 
vision in  most  state  sales  tax  bills  will  bear  out  this 
statement.     In  the  state  of  Illinois  the  tax  bill  was  de- 
clared unconstitutional  before  any  money  was  collected. 
Such  a  criticism  could  not  be  made  as  readily  if  the  tax 
were  applied  nationally.     Phe  unlimited  and  seemingly  end- 
less debate  that  follows  the  introduction  of  any  measure 
into  the  National  Congress,  and  the  machinery  needed  for  the 
enactment  of  any  law,  prevents  the  passage  of  any  unconsid- 
ered emergency  measures.     The  harmful  and  unsettling  effects 
on  business  of  changes  in  tax  rates  have  been  discussed  be- 
fore. 

Again,  the  states  tend  to  adopt  the  sales  tax  for  a 
brief  period  only.     Leading  economists  say  that  the  bill 
should  not  be  adopted  as  an  emergency  measure  for  a  short 
time.     Considerable  time  is  required  to  develop  an  adequate 
administration.     If  the  duration  of  the  tax  is  to  be  brief, 
no  effort  will  be  made  to  equalize  injustices.     Once  again, 
business  would  be  the  loser  by  suoh  a  temporary  measure. 
Some  concerns  would  be  destroyed  needlessly  during  the 
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operation  of  the  tax. 

The  retail  sales  tax  is  the  only  form  available  for  the 
majority  of  the  states  due  to  constitutional  limitations. 
This  type  of  sales  tax  is  admitted  to  be  the  most  unfair  to 
the  consumer. 

difficulties  in  determining  the  base  of  the  tax  in  the 
states  are  almost  insuperable,  and  lead  to  endless  litiga- 
tion.    This  increases  the  cost  of  administration.  The 
ablest  persons  are  needed  for  decisions  in  state  administra- 
tion with  distinctions  between  inter-state  commerce  and 
intra-state  commerce  to  be  made.    Skilled  economists  are  not 
as  available  for  state  offices  as  for  national  ones.  Pol- 
itics affect  court  decisions  in  state  courts  more  than  they 
do  in  national  ones. 

Under  a  retail  sales  tax,  mail-order  houses  are  favored 
over  local  merchants.     Since  the  state  cannot  tax  inter- 
state commerce,  the  sales  of  mail-order  houses  are  exempt. 
Therefore,  the  local  merchant  must  bear  the  tax  himself, 
or,  if  he  raises  his  prices,  lose  his  customers. 

Those  merchants  who  live  near  the  state  border  line 
must  also  meet  the  prices  of  the  adjoining  states.  Unless 
uniformity  among  the  laws  of  the  state  can  be  secured,  wide 
discrepancies  in  price  will  develop.    Customers  near  the 
state  line  will  not  be  required  to  bear  the  tax,  while  those 
farther  inland  will  not  escape  it. 


The  state  sales  tax  is  used  as  a  weapon  against  the 
chain  stores.    Whether  the  chain  store  harms  or  benefits 
the  customer  has  never  been  settled.    Until  it  is,  discrim- 
ination against  the  chains  is  unjust. 

No  attempt  has  been  made  to  discuss  in  any  detail  the 
above  objections  to  the  state  sales  tax.  Volumes  could  be 
written  if  the  subject  were  treated  adequately.  The  argu- 
ments above  are  mentioned  to  show  how  unfair  a  state  sales 
tax  would  prove,  and  to  eliminate  this  form  of  tax  from 
state  control. 
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CONCLUSION 

The  need  for  further  government  revenue  is  undeniable. 
The  new  form  of  revenue  should  be  highly  productive,  easy 
of  administration,  painless  for  the  consumer,  and  tend  to 
balance  any  existing  inequalities  in  the  present  tax  system. 
That  the  sales  tax  would  meet  these  requirements  has  been 
shown.     The  experience  of  foreign  countries  in  securing  a 
large  per  cent  of  their  total  revenue  from  the  sales  tax, 
proves  the  efficacy  of  the  tax.     The  sales  tax,  where  adopt- 
ed, has  become  an  accepted  and  important  part  of  the  fiscal 
system. 

When  the  countries  spent  enough  money  for  adequate 
administration,  the  tax  was  found  to  be  comparatively  simple 
to  administer  and  to  allow  a  minimum  of  evasions.     The  need 
for  strict  supervision  of  the  tax  returns  must  be  recognized 
in  order  to  get  the  maximum  of  revenue. 

The  sales  tax  is  as  painless  a  form  of  taxation  as  can 
be  devised.    Any  form  of  taxation  is  burdensome.     The  sales 
tax  is  spread  lightly  over  a  large  volume  of  goods  and  ser- 
vices so  that  the  payment  of  the  tax,  at  no  time,  constitutes 
a  heavy  tax  for  the  consumer. 

The  wealthy,  at  present,  may  escape  the  tax  burden  by 
investing  in  tax  exempt  securities.     The  poor  are  generally 
exempt  from  any  tax.     The  sales  tax  would  reach  these  two 
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groups  and  lighten  the  load  for  those  hearing  high  income 
taxes . 

further,  the  ubiquitousness  of  the  tax  would  render  the 
public  tax-conscious,  and  serve  as  a  chect  on  government  ex- 
penditures. 

The  sales  tax  must  be  administered  by  a  central  authority. 
This  is  true  even  if  some  distribution  has  to  be  made  of  the 
tax  returns  between  the  federal  and  state  governments.  State 
administration  of  the  tax  has  usually  been  inefficient  in  ad- 
ministration, unfair  in  application  and  disappointing  in  re- 
sults . 
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